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. We have audited the .accompanying ﬂnancral statements of the govemmental actlvrtles the busmess-type .
. act1v1t1es each major fund, and the aggregate remaining fund information of Hildale City, Utah, as of and .
- for the year énded June 30, 2006, which collectively comprise the City’s basic financial statements as
listed in the table of contents. These basic financial statements are the responmbrhty of Hildale City’s .
' management .Our responsrblhty is fo express an opinion on these basic financial statements based on our.
audrt : : -

We ‘conducted- our audit in-accordance with auditing standards generally accepted in the United States of

America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtam reasonable assurance about whether the financial statements are free of material

~ misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
~ disclosures in the financial statements. An audit also includes assessing the accounting prmcrples used and
s srgmﬁcant estimates made by management, as well as evaluating the overall financial statement
presentatron We beheve that our audlt provides a reasonable basis for our opmlon

“ In our oprmon the ﬁnan01al statements referred to above present fairly, in all material respects the
" respectlve financial position of the governmental activities, the business type activities, each major fund,
"and the aggregate remaining fund information of Hildale City as of June 30, 2006, and the respective

changes in financial position.and cash flows, where applrcable thereof and the respective budgetary
companson for the general fund for the year then ended in conformity w1th accountmg principles generally
accepted in the Un1ted States of America.

-In accordance W1th Government Audltmg Standnrds we have also issued our report dated August 25,

2006, on our consideration of Hildale City’s intérnal control structure over financial reportmg and on our
tests of its comphance with laws and regulations, contracts, and grant agreements and other matters. The

- purpose of that report is to describe the scope of our testing of internal control over financial reportmg and
~-compliance and the results of that testing, and not to provide an opinion on the intemal coritrol over
- financial reporting or on compliance. That report is an mtegral part-of an audit performed in accordance

with Government Audltzng Standards and should be read in conjunctlon w1th this report m consrdermg the

L results of our audrt

1
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The rnanagernent s discussion and analysis is not a required patt of the basic financial statements but is

 supplementary information required by accounting principles generally accepted in the United States of

" America. We have applied certain limited procedures which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary

. 1nformat10n However, we dld not aud1t the mformatmn and express no opinion.on 1t

'Our audit was conducted for the purpOse of formmg opinions on the financial statements that collect1ver

_comprtse Hildale C1ty s basic financial statements. The supplementary schedules are presented for -
purposes of additional analysis and are not a required part of the basic financial statements. The

 supplementary schedules have not been subjected to the auditing procedures apphed in the audlt of the
basrc financial statements and accordlngly, We eXpress no op1n10n on them. - :

/ﬁfm M;M;_

HINTON, BURDICK HALL & SPILKER PLLC
_ August 25, 2006 o




MANAGEMENT’S DISCUSSION AND ANALYSIS

' As management of Hildale City (City), we offer readers of the City’s financial statements this narrative

overview and analysis of the financial activities of the City for the fiscal year ended June 30, 2006. Please read
it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

e Total net assets decreased by $899,181 which resulted in total assets in excess of total liabilities (net
assets) of $1,657,002 at the close of the fiscal year. ‘
Total governmental revenues exceeded total governmental expenses by $107,286.

e Total business-type expenses exceeded total business-type revenues by $1,006,467, which included
affiliate revenue and expense of $6.4 million and $7.4 million respectively.

e Total revenues from all sources were $7.8 million, which includes revenue from affiliates of $6.4 million
The total cost of all City programs was $7.0 million, which includes expenses from affiliates of $5.8
million.

The General Fund reported excess revenues over expenditures of $23,211.

e Actual resources received in the General Fund were less than the final budget by $129,425 while actual
expenditures were $203,286 less than the final budget. .

e Atthe end of the current fiscal year, unreserved fund balance for the General Fund was $44,322 or 4.64%
of total General Fund expenditures, excluding transfers.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The three components of the financial statements
are: (1) Government-wide financial statements which include the Statement of Net Assets and the Statement of
Activities. These statements provide information about the activities of the City as a whole. (2) Fund financial
statements tell how these services were financed in the short term as well as what remains for future spending,
Fund financial statements also report the City’s operations in more detail than the government-wide statements
by providing information about the City’s most significant funds. (3) Notes to the financial statements.

Reporting the City as a Whole
The Statement of Net Assets and the Statement of Activities (Government-wide)

A frequently asked question regarding the City’s financial health is whether the year’s activities contributed
positively to the overall financial well-being. The Statement of Net Assets and the Statement of Activities
report information about the City as a whole and about its activities in a way that helps answer this question.
These statements include all assets and liabilities using the accrual basis of accounting, which is similar to the
accounting used by most private-sector companies. All of the current year’s revenues and expenses are taken

into account regardless of when cash is received or paid. ‘

These two statements report the City’s net assets and changes in them. Net assets, the difference between
assets and labilities, are one way to measure the City’s financial health, or financial position. Over time,
increases or decreases in net assets are an indicator of whether the financial health is improving or
deteriorating. However, it is important to consider other non-financial factors such as changes in the City’s

_property tax base or condition of the City’s roads to accurately assess the overall health of the City.




The Statement of Net Assets and the Statement of Activities, present information about the following:

Government activities — All of the City’s basic services are considered to be governmental activities,
including general government, public safety, public works, parks and recreation, highways & streets, and
interest on long-term debt. Property taxes, sales tax, intergovernmental revenues and charges for services

* finance most of these activities.

Proprietary activities/Business type activities — The City charges a fee to customers to cover all of most of
the cost of the services provided.

Reporting the City’s Most Significant Funds

Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds—not the City as a
whole. Some funds are required to be established by State law and by bond covenants. However, management
establishes many other funds which aid in the management of money for particular purposes or meet legal
responsibilities associated with the usage of certain taxes, grants, and other money. The City’s two major kinds
of funds, governmental and proprietary, use different accounting approaches as explained below.

Governmental funds — Most of the City’s basic services are reported in governmental funds. Governmental.

funds focus on how resources flow in and out with the balances remaining at year-end that are available for
spending. These funds are reported using an accounting method called the modified accrual accounting
method, which measures cash and all other financial assets that can readily be converted to cash. The
governmental fund statements provide a detailed short-term view of the City’s general government
operations and the basic services it provides. Government fund information shows whether there are more
or fewer financial resources that can be spent in the near future to finance the City’s programs. We
describe the relationship (or differences) between governmental activities (reported in the Statement of Net
Assets and the Statement of Activities) and governmental funds in a reconciliation included with the Basic
Financial Statements and in footnote 2.

Proprietary funds — When the City charges customers for the services it provides, these services are
generally reported in proprietary funds. Proprietary funds are reported in the same way that all activities
are reported in the Statement of Net Assets and the Statement of Activities.




GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net assets may serve over time as a useful indicator of the City’s financial position. The City’s combined assets
exceed liabilities by $2,152,729 as of June 30, 2006 as shown in the following condensed statement of net
assets. The City has chosen to account for its sewer operations in enterprise funds which are shown as Business

Activities.

Current and other assets
Capital assets
Investment in Affiliate
Total assets
Long-term liabilities outstanding
Other liabilities
Total habilities
Net assets:
Invested in capital assets, net
of related debt
Invested in affiliates -
Restricted
Unrestricted

Total net assets

‘Governmental Activities

Hildale City
Statement of Net Assets
Governmental Business-type
activities activities
6/30/2006 6/30/2005 6/30/2006 6/30/2005

$ 162,292 $ 188,936 $ 355687 $ 408,048
847,729 823,958 5475,359 5,527,084

- 18,583,781 19,596,134

1,010,021 1,012,894 24414 827 25,531,266
095,447 155,751 23,539,485 23,657,656
117,970 167,825 14,944 6,745
213417 323,576 23,554 429 23,664,401
752,282 668,207 1,750,874 1,684,428
- - (1,231,219) (218,366)

- - 188,522 159,535

44,322 21,111 152,221 241,768

$ 796,604 $ 689,318 860,398 $ 1,866,865

$

The cost of all Governmental activities this year was $869,649. As shown on the statement of Changes in Net
Assets on the following page, $336,441 of this cost was paid for by those who directly benefited from the
programs, $166,275 was subsidized by grants received from other governmental organizations for both capital
and operating activities. Overall governmental program revenues, including intergovernmental aid and fees for
services, but excluding general revenues were $502,716. General revenues totaled $474,219.

The City’s programs include: General Government, Public Safety, Public Works, Parks & Recreation, and
Highways and Streets. Each program’s revenues and expenses are presented below.




Hildale City
Changes in Net Assets
- Governmental Business-type
activities activities
6/30/2006 6/30/2005 6/30/2006 6/30/2005
Revenues: '
Program revenues: ' _
Charges for services $ 336,441 $ 331901 $ 370,163 $ 372,368
Operating grants and
contributions 166,275 102,185 - -
Capital grants and ;
contributions - 66,379 55,900 -
General revenues: : ‘ .
Taxes ' 444,518 335,641 - -
Impact fees - - 2,178 8,112
Town fees 23,959 23,965 - -
Other revenue/(expense) 5,742 4,090 16,475 2,959,019
Affiliate revenue - - 6,451,819 2,573,184
Total revenues 976,935 864,161 6,896,535 5,912,683
Expenses: , : ‘
General government 368,330 422,550 - -
Public safety 294,970 203,709 - -
Public works ‘ 20,129 29,559 - -
Parks and recreation 71,181 80,720 - -
Highways and streets 107,987 91,892 - -
Interest on long-term debt 7,052 7,517 112,257 114,769
Sewer - - 326573 347,944
Affiliate expenses ' - - 7,464,172 4,801,587
Total expenses 869,649 835,947 7,903,002 5,264,300
Increase/(decrease) in net assets 107,286 28,214 (1,006,467) . 648,383
Net assets, beginning 689,318 661,104 1,866,865 1,218,482
Net assets, ending , $ 796,604 $ 689,318 $ 860,398 $ 1,866,865 .

Total resources available during the year to finance governmental operations were $1,666,253 consisting
of Net assets at July 1, 2005 of $689,318, program revenues of $502,716 and General Revenues of
$474,219. Total Governmental Activities during the year were $869,649; thus Governmental Net Assets
were increased by $107,286 to $796,604.




+ The following graphs compare program expenses to program revenues and provide a breakdown of
revenues by source for all governmental activities:
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Business Type Activities

Net assets of the Business Type activities at June 30, 2006, as reflected in the Statement of Net Assets
were $860,398. The cost of providing all Proprietary (Business Type) activities this year was $7.9 million
which includes $7.4 million of affiliate expenses: As shown in the statement of Changes in Net Assets, the
amounts paid by users of the system were $370,163. Interest earnings were $16,475, impact fees were
$2,178, grant revenue was $55,900, and revenues from affiliates were $6.4 million. Net Assets decreased
by $1,006,467.

Revenues by Source, excluding affiliates - Current Year (in Thousands)

B Revenues by Source - Current Year
(in Thousands) '
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services impact fees development
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General Fund Budgetary Highlights

The final appropriations for the General Fund at year-end were $203,286 greater than actual expenditures.
The budget to actual variance in appropriations was principally due to estimates of anticipated
expenditures for public safety, highways and street, and general government that were carried over to the
next fiscal year. Actual revenues were less than the final budget by $129,425. Budget amendments and
supplemental appropriations were made during the year to prevent budget overruns and to increase
appropriations for unanticipated expenditures after adoption of the original budget.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

The capital assets of the City are those assets that are used in performance of City functions including
infrastructure assets. Capital Assets include equipment, buildings, land, park facilities and roads. At the
end of fiscal year 2006, net capital assets of the government activities totaled $847,729 and the net capital
assets of the business-type activities totaled $5.5 million. Depreciation on capital assets is recognized in the
Government-Wide financial statements. (See notes to the financial statements.)

Debt

At year-end, the City had $95,447 in governmental type debt, and $3.74 million in proprietary debt, and
$19.8 million in Affiliate (Twin City Power, Water Departments and Gas Departments) debt. The debt is a
liability of the government and amounts to approximately $10,092 per capita. During the current fiscal
year, the City’s total debt decreased by $178,475. (See notes to the financial statements for detailed
descriptions.) ‘

NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

In considering the City Budget for fiscal year 2006/2007, the City Council and management were cautious
as to the growth of revenues and expenditures. Overall General Fund operating expenditures were
budgeted so as to contain costs at the same level as fiscal year 2005/2006.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with
a general overview of the City’s finances and to show the City’s accountability for the money it receives. If
you have questions about this report or need additional financial information, contact Jeremiah Barlow,
Treasurer, Hildale City, P.O. Box 840490, Hildale, UT, 84780.
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HILDALE CITY, UTAH
Statement of Net Assets
June 30, 2006
Governmental Business-type
Activities Activities Total

Assets

Cash and cash equivalents $ 145781  $ - 3 145,781
Receivables (net of allowance) 146,766 57,094 203,860
Internal balances (135,000) 135,000 -
Prepaids 4,745 - 4,745
Temporarily restricted assets:

Cash and cash equivalents - 163,593 163,593
Investment in affiliates - 18,583,781 18,583,781
Capital assets (net of accumulated depreciation):

Land ' 83421 364,661 448,082

Buildings 158,059 367,709 525,768

Improvements other than buildings 31,544 4,712,045 4,743,589

Machinery and equipment 120404 7910 128,314

Office furniture and equipment 12,349 22811 35,160

Automobiles and trucks 394913 223 395,136

Infrastructure 47,039 - 47,039

Total assets 1,010,021 24414 827 25424848
Liabilities
- Accounts payable and other current liabilities 97,226 14,944 112,170
Deferred revenue 20,744 - 20,744
Noncurrent habilities:
Due within one year 53,667 1,719,261 1,772,928
Due in more than one year 41,780 21,820,224 21,862,004
Total liabilities 213417 23,554,429 23,767,846
Net Assets
Invested in capital assets, net of
related debt 752,282 1,750,874 2,503,156
Invested in affiliates - (1,231,219) (1,231,219)
Restricted for:
Repair & replacement - 60,500 60,500
Debt service - 128,022 128,022
Unrestricted _ 44322 152,221 196,543
Total Net Assets $ 796,604 $ 860,398 $ 1,657,002

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Balance Sheet
‘Governmental Funds
June 30, 2006
Total
Governmental
General Fund Funds
Assets
Cash ' $ 145781 $ 145,781
Receivables (net of allowance for uncollectibles)
Services 103,589 103,589
Leases 5,170 5,170
Due from other governments 38,007 38,007
Prepaid expense 4,745 4,745
Total assets $ 297,292 $ 297,292
Liabilities and fund balances
Liabilities:
Accounts payable - $ 97,226 $ 97,226
Due to other funds 135,000 135,000
Deferred revenue 20,744 20,744
Total liabilities 252,970 252,970
Fund balances:
Unreserved:
Unreserved 44322 44 322
Total fund balances 44322 44,322
Total liabilities and fund balances $ 207202

Amounts reported for governmental activities in the statement of net assets
are different because:
Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the funds. : 847,729
Some liabilities, including bonds payable and capital leases, are not due
and payable in the current period and therefore are not reported

in the funds. ‘ (95.447)
Net assets of governmental activities $ 796,604

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH

Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds

For the Year Ended June 30, 2006

Revenues

Property taxes

Sales and use taxes
Franchise taxes

Licenses and permits
Intergovernmental revenue
Ambulance revenues

City service fees

Accounting service fees
Engineering service revenues
Rent and Industrial park leases
Other revenues/contributions
Interest income

Total revenues

Expenditures
Current:

General government
Accounting service
Public safety
Public works
Highways and streets
Parks and recreation

Total expenditures

Excess of revenues Over/(Under) expenditures

Other financing sources (uses):
Loan proceeds

Total financing sources (uses)
Net change in fund balance
Fund balance, beginning of year
" Fund balance, end of year

(Memoradum Only)
General Fund General Fund
J une 30, 2006 June 30, 2005
$ 137,543 $ 72,454
232,872 195,651
74,103 67,537
_ 2,745 2,495
111,709 168,564
26,890 62,573
23,959 23,965
182,695 194,595
13,658 26,602
22,614 18,075
142,405 27,560
5,742 4,090
976,935 864,161
152,459 182,092
208,347 241,555
382,346 276,166
13,658 23,089
128,585 118,799
68,329 115,830
953,724 957,531
23,211 (93,370)
- 39,857
- 39’857
23,211 (53,513)
21,111 74,624
$ 44,322 $ 21,111

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of Governmental Funds
To the Statement of Activities
For the Year Ended June 30, 2006

Amounts reported for governmental activities in the statement of activities are
different because:

Net change in fund balances - total governmental funds

Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the costs of those assets is allocated over their estimated useful
lives and reported as depreciation expense. This is the amount by which capital outlays
exceeded depreciation in the current period.

The issuance of long-term debt (e.g., bonds, leases) provides current financial
resources to governmental funds, while the repayment of the principal of long-term

~ debt consumes the current financial resources of governmental funds. Neither
transaction, however, has any effect on net assets. Also, governmental funds
report the effect of issuance costs, premiums, discounts, and similar items when
debt is first issued, whereas these amounts are deferred and amortized in the
statement of activities. This amount is the net effect of these differences in the
treatment of long-term debt and related items.

Change in net assets of governmental activities

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
General Fund
Statement of Revenues, Expenditures, and Changes in Fund Balances
Budget and Actual
For the Year Ended June 30, 2006

Variance With

Budgeted Amounts Final Budget-
_ Actual Positive
Revenues - Origmal Fal Amounts (Negative)
Property taxes $ 193,760 $ 156,260 $ 137,543 $ (18,717
Sales and use taxes 206,750 230,000 232,872 2,872
Franchise taxes 76,400 65,000 74,103 9,103
Licenses and permits ‘ 3,500 3,500 2,745 (755)
Intergovernmental revenue 128,500 170,900 111,709 (59,191)
Ambulance revenues 57,390 27,000 26,890 (110)
City service fees 25,000 25,000 23,959 (1,041)
Accounting service fees 211,300 211,300 182,695 (28,605)
Engineering service revenues 36,000 15,000 13,658 (1,342)
Rent and Industrial pa;k leases 20,800 24,800 22,614 (2,186)
Other revenues/contributions 28,000 174,600 _ 142,405 (32,195
Interest income . 3,000 3,000 5,742 2,742
Total revenues 990,400 - 1,106,360 976,935 (129,425)
Expenditures
Current: ‘
General government 207,710 ' 201,780 152,459 49,321
Accounting service 211,300 221,300 208,347 12,953
Public safety 375,930 450,910 382,346 68,564
Public works 36,000 - 15,000 13,658 1,342
Highways and streets 201,890 188,690 128,585 60,105
Parks and recreation 113,570 79,330 68,329 11,001
Total expenditures 1,146,400 1, 157,_010 953,724 203,286
Excess of Revenues Over/(Under) Expenditures (156,000) (50,650) 23,211 73,861
Other financing sources (uses) :
Loan proceeds 156,000 135,000 - (135,000)
Total other financing sources and uses 156,000 135,000 - (135,000)
Net change in fund balances - 84,350 23,211 (61,139)
Fund balance, beginning of year | 21,111 21,111 21,111 -
Fund balance, end of year $ 21,111 $ 105,461 $ 44322 $ (61,139)

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Statement of Net Assets
~ Proprietary Funds
June 30, 2006
Sewer Affiliates Total
Assets
Current assets:
Cash and cash equivalents $ - $ - $ -
Receivables, net of allowance 57,094 - 57094
Due from other funds 135,000 - 135,000
Total current assets 192,094 - 192,094
Noncurrent assets:
Restricted cash and cash equivalents 163,593 _ - . 163,593
Investment in affiliates ‘ - 18,583,781 18,583,781
Capital assets:
Land _ 364,661 - 364,661
Buildings ' 1,044,081 - 1,044,081
Improvements other than buildings 6,462,092 - 6,462,092
Automobiles and trucks 75,745 - 75,745
Machinery and equipment 49,188 - 49,188
Office furniture and equipment 669 - 669
Less: Accumulated depreciation ' (2,521,077 - (2,521,077)
Total noncurrent assets 5,638,952 18,583,781 242227733
Total assets 5,831,046 18,583,781 24414827
Liabilities
Current liabilities: :
Accounts payable 14,944 - 14,944
~ Current portion of noncurrent liabilities 119,261 1,600,000 1,719,261
Total current liabilities 134,205 1,600,000 1,734,205
Noncurrent Liabilites: ‘ :
Bonds payable, net of current portion 3,605,224 18,215,000 21,820,224
_ Total noncurrent liabilities 3,605,224 18,215,000 21,820,224
Total Labilities 3,739,429 19,815,000 23,554,429
Net Assets '
Invested in c:apital assets, net of related debt 1,750,874 - 1,750,874
Invested in affiliates : - (1,231,219) (1,231,219)
Restricted for repair & replacement : 60,500 - 60,500
Restricted for debt service 128,022 - 128,022
Unrestricted 152,221 - 152,221
Total net assets . ' $ 2091617 $ (12312190 $ 860,398

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Statement of Revenues, Expenses, and Changes in Fund Net Assets

Proprietary Funds
For the Year Ended June 30, 2006

Operating revenues

Charges for services

Total Operating Revenues

" Operating expenses

Salaries

Professional & technical services
Supplies and maitenance
Office expenses

Insurance

Utilities

Depreciation

Total operating expenses

Operating income (lo ss)

Non-operating revenues/(expenses)

Connection fees

Contributed capital

Interest income

Wastewater impact fees

Rural development grant

Interest expense and fiscal charges
Other expenses

Net income / (loss) from affiliate

Total non-operating income/(loss)

Change in net assets

Total net assets, beginning of year

Total net assets, end of year

Sewer Fund Affiliates Total

362673 $ - $ 362673
362,673 ] 362,673
68.200 ] 68.200
28,122 ] 28,122
34,874 ] 34 874
1,642 ] 1,642
2,670 - 2,670
8,181 ] 8,181
180,501 ; 180,501
324,190 ] 324,190
38483 ; 38 483
7.490 ] 7.490
16,475 ] 16,475
2,178 ] 2,178
55.900 ] 55.900
(112,257) ] (112,257)
(2,383) ] (2,383)

; (1,012,353) (1,012,353)
(32,597) (1,012,353) (1,044,950)
5,886 (1,012,353) (1,006,467)
2,085,731 (218,866) 1,866,865
2091617 $ (1231219) § 860398

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Statement of Cash Flows

'Proprietary Funds
For the Year Ended June 30, 2006

(Memorandum Only)
Sewer Fund Sewer Fund
_ June 30, 2006, June 30, 2005
Cash flows from operating activities
Cash received from customers, service fees $ 377,069 $§ 410,175
Cash paid to suppliers (74,398) (105,742)
Cash paid to employees (68,200) (38,901)
'Cash paid to other funds : (127,892) (7,108)
Cash flows from operating activities 106,579 258,424
Cash flows from capital and related financing activities
Connection fees 7,490 4,643
Wastewater impact fees 2,178 8,112
Rural development grant 55,900 -
Other non-operating expenses (2,383) -
Acquisition of capital assets (128,777) (12,507)
Principal paid on long-term debt (118,171) (115,661)
Interest paid ' (112,257) (114,769)
Cash flows from capital and related financing activties (296,020) (230,182)
Cash flows from investing activities

Interest on investments 16,475 9,019

Net change in cash and cash equivalents (172,966) 37,261
Cash and cash equivalents, beginning of year 336,559 299,298
Cash and cash equivalents, end of year $ 163,593 $ 336,559

‘Reconciliation of operating income to net cash flows from
operating activities:
Net operating income $ 38,483 $ 19,781
Adj ustments to reconcile operating income to '
net cash provided by operating activities:
Depreciation 180,501 199,932
Changes in operating assets and liabilities:

(Increase)/Decrease in receivables 14,396 42,450
(Increase)/Decrease in due from other funds (127,892) (7,108)
Increase/(Decrease) in accounts payable 1,001 3,369

~ Net cash flows from operating activities $ 106,579 $ 258424

The accompanying notes are an integral part of the financial statements.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies

Hildale City, (the City) is a municipal corporation and political subdivision of the State of Utah,
organized and existing as a third class city pursuant to Title 10, Utah Code Annotated 1953, as
amended. The City is governed by a mayor and five council members elected for staggered four-
year terms. The mayor presides over all meetings but casts not vote in the council except in case
of a tie. Some department heads are full-time employees of the City and responsible for day-to-
day operations within the pohcy framework of the governing body. They report to the Mayor and
City Council.

Reporting Entity

In evaluating how to define the City, for financial reporting purposes, management has considered
all potential component units. The decision to include a potential component unit in the reporting
entity is made by applying the criteria set forth in Generally Accepted Accounting Principles
(GAAP). The basic, but not the only, criterion for including a potential component unit within the
reporting entity is the governing body's ability to exercise oversight responsibility. The most
significant manifestation of this ability is financial interdependency. Other manifestations of the
ability to exercise oversight responsibility include, but are not limited to, the selection of
governing authority, the designation of management, the ability to significantly influence
operations and accountability for fiscal matters. The other criterion used to evaluate potential
component units for inclusion or exclusion from the reporting entity is the existence of special
financing relationships, regardless of whether the City is able to exercise oversight responsibilities.
Based upon the application of these criteria, there are no separate component units combined to
form the reporting entity. However, the City has an equity interest in Twin City Power Joint
Management, Operations and Maintenance Agreement (Twin City Power) Twin City Water Joint
Management, Operations and Maintenance Agreement (The Water Departments) and a Natural
Gas Department. (See Note 9).

The accompanying financial statements include all activities of the City.
Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the non-fiduciary activities of the primary
government. For the most part, the effect of the inter-fund activity has been removed from these
statements. Governmental activities, which normally are supported by taxes and

. intergovernmental revenues, are reported separately from business-type activities, which rely to a
significant extent on fees and charges for support.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Poiicies, Continued

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, even though the latter are excluded from government-wide financial statements. Major
individual governmental funds and major individual enterprise funds are reported as separate columns
in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

Government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in
the year for which they are levied. Grants and similar items are recognized as revenues as soon as all
eligibility requirements imposed by the provider have been met.

The uses of financial resources to acquire capital assets are capitalized as assets in the government-
wide financial statements, rather than as an expenditure. Proceeds from long-term debt are recorded as
a liability in the government-wide financial statements, rather than as an other financing source.
Amounts paid to reduce long-term debt of the City are reported as a reduction of a related liability,
rather than as expenditures in the government-wide financial statements.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon as
they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the City considers revenues to be available if they are collected within 60 days of the
end of the current fiscal period. Expenditures generally are recorded when a liability is incurred, as
under accrual accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is due.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Property taxes, licenses and interest associated with the current fiscal period are all considered to
be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
Only the portion of special assessments receivable due within the current fiscal period is
considered to be susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the City.

The City repoﬁs the following major governmental funds:

The General Fund is the City’s primary operating fund. It accounts for all financial
resources of the general government, except for those required to be accounted for in
another fund. '

The City reports the following major proprietary funds:

The Sewer Fund is used to account for the provision of sewer services to the residents of
the City.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. The government has elected not to follow subsequent private-sector guidance.

As a general rule, the effect of inter-fund activity has been eliminated from the government-wide
financial statements.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise funds are charges to customers for sales and
services.

Operating expenses for the enterprise funds include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as non-operating revenues and expenses. -

Memorandum Totals
The columns on the combined Statements are captioned “memorandum only” to indicate that they

are presented only to facilitate financial analysis. Data in these columns do not present financial -
position, results of operations, or cash flows in conformity with generally accepted accounting

principles. Neither is such data comparable to consolidation. Interfund eliminations have not been

made in the aggregation of this data.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Deposits and Investments

Cash includes cash on hand, demand deposits with banks and other financial institutions, deposits
in other types of accounts, or cash management pools that have the general characteristics of
demand deposit accounts and short-term investments with original maturities of three months or
less from the date of acquisition.

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as “due to” or “due from other funds.” All trade accounts
receivable in the enterprise funds are shown net of an allowance for uncollectibles. Due to the
nature of the accounts receivable in governmental type activities, management does not consider
an allowance for uncollectible accounts receivable necessary or material. Therefore, no allowance
for uncollectible accounts receivable is presented.

Inventories and prepaid items

The costs of governmental fund-type inventories are recorded as expenditures when purchased
rather than when consumed. Inventories of the business type activities are valued at the lower of
FIFO cost or market. Market is considered as replacement cost.

Inventories in all fund types are immaterial and are not recorded.
Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, sidewalks, and similar items), are reported in the applicable governmental or business-
type activity columns in the government-wide financial statements. Capital assets are defined by
the City as assets with an individual cost of more than $1,000 and an estimated useful life in
excess of three years. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair market value at the
date of donation. The costs of normal maintenance and repairs that do not add to the value of the
asset or materially extend assets lives are not capitalized. Interest incurred during the construction
phase of capital assets of business-type activities is included as part of the capitalized value of the
assets constructed.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Property, plant and equipment are depreciated using the straight-line method over the following
estimated useful lives:

Buildings 40 years -
Improvements . 20-40 years
Automobiles and trucks 5-7 years
Machinery and equipment 7 years
~ Infrastructure 20 years
Compensated Absences

The City does not currently have a policy for vacation and sick leave benefits; thus, there are no
such accruals or expenses.

Long-term Obligations

In the government-wide financial statements and proprietary fund types in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities, or proprietary fund type statement of
net assets. Bond premiums, discounts, and issuance costs are deferred and amortized over the life
of the applicable debt. In the fund financial statements, governmental fund types recognize bond
premiums and discounts, as well as bond issuance costs, during the current period. The face
amount of debt issued is reported as other financing sources while discounts on debt issuances are
reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

Wages and Salaries

Some of the City’s employees are employed by Colorado City. The City reimburses Colorado City
for wages, payroll taxes and benefits for these contracted employees.

Estimates

Generally accepted accounting principles require management to make estimates and assumptions
that affect assets and liabilities, contingent assets and liabilities, and revenues and expenditures.

- Actual results could differ from those estimates.

Risk Management

The City maintains insurance for general liability, auto liability, employee dishonesty and worker’s

compensation through the Utah Local Government’s Insurance Trust, American States Insurance
and the Worker’s Compensation Fund of Utah, respectively.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 2. Reconciliation of Government-Wide and Fund Financial Statements

Explanation of certain differences between the governmental fund balance sheet and the
government-wide statement of net assets:

The governmental fund balance sheet includes a reconciliation between total governmental fund
balances and net assets of governmental activities as reported in the government-wide statement of nets
assets. This difference primarily results from the long-term economic focus of the statement of net
assets versus the current financial resources focus of the governmental fund balance sheets. One
element of that reconciliation explains that “long-term liabilities, including bonds payable, are not due
and payable in the current period and therefore are not reported in the funds.” The details of this
$230,447 difference are as follows: :

Bonds/keases payable $ (95,447)
Net adjustment to reduce fund balance - total governmental ’ '
funds to arrive at net assets - governmental activities $ (95,447)

Capital related items:

. When capital assets (property, plant & equipment) that are to be used in governmental activities
are purchased or constructed, the cost of those assets are reported as expenditures in governmental
funds. However, the statement of net assets includes those capital assets among the assets of the
City as a whole.

Cost of capital assets $ 1,596,912
Accurmulated depreciation (749,183)
Net adjustment to increase fund balance - total governmental
funds to arTive at net assets - governmental activities $ 847,729

Explanation of differences between governmental fund statement of revenues, expenditures, and
changes in fund balance and the government-wide statement of activities:

The governmental fund statement of revenues, expenditures, and changes in fund balance includes a
reconciliation between net changes in fund balances-total governmental funds and changes in net
assets of governmental activities as reported in the government-wide statement of activities. The first
element of this reconciliation states that capital outlays are reported in the governmental funds as
expenditures while the government-wide statement of activities allocates these costs over the useful
lives of the assets as depreciation. While shown in the reconciliation as the net difference, the
elements of this difference are as follows:

‘Capital outlay : $ 164,190
Depreciation expense ‘ (140,419)
Net adjustment to increase net changes in fund balance
total govemnmental funds to arrive at changes in net assets
of governmental activitics $ 23,771
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 2. Reconciliation of Government-Wide and Fund Financial Statements, Continued

Explanation of differences between governmental fund statement of revenues, expenditures, and
changes in fund balance and the government-wide statement of activities, continued:

Another element of that reconciliation states that “the issuance of long-term debt provides current

financial resources to governmental funds, while the repayment of the principal of long-term debt

consumes the current financial resources of governmental funds. Neither transaction, however, has any
~ effect on net assets. The details of this difference are as follows:

Principal paid on debt ' $ 60,304
Net adjustment to increase net changes in fund
balance - total governmental funds to arrive at changes
in net assets of governmental activities $ 60,304

NOTE 3. Stewardship, Compliance, and Accountability

Budgets and Budgetary Accounting

Annual budgets are prepared and adopted by the City Council on or before June 22 for the fiscal
year commencing the following July 1, in accordance with State law. The operating budget
includes proposed expenditures and the proposed sources of financing for such expenditures.
Prior to June 22, a public hearing is conducted to obtain taxpayer input. Budgets are adopted and
control of budget appropriations is exercised, under State law, at the department level. Budget
amendments are required to increase expenditure budgets. The General Fund budget is prepared
using the modified accrual basis of accounting. Budgets for the proprietary fund types are
prepared using the accrual basis of accounting, except that depreciation for all proprietary fund
types was not budgeted. During the current fiscal year there were various amendments to the
budget. Procedures for amending the budget were done in accordance with state law.

Taxes

Property taxes are collected by the Washington County Treasurer and remitted to the City in
multiple installments. Taxes are levied and are due and payable on November 1 and delinquent
after November 30 of each year at which time they become liens if not paid. An accrual of
uncollected current and prior year’s property taxes has not been made, as the amounts are not

material in relationship to the financial statements taken as a whole.

Sales taxes are collected by the Utah State Tax Commission and rerhitted to the City monthly.
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 4. Deposits and Investments

The State of Utah Money Management Council has the responsibility to advise the State Treasurer
about investment policies, promote measures and rules that will assist in strengthening the banking
and credit structure of the state and review the rules adopted under the authority of the State of
Utah Money Management Act that relate to the deposit and investment of public funds.

Hildale City follows the requirements of the Utah Money Management Act (Utah code, Section
51, chapter 7) in handling its depository and investment transactions. The Act requires the
depositing of Hildale City funds in qualified depositories. The Act defines a qualified depository
as any financial institution whose deposits are insured by an agency of the Federal Government
and which has been certified by the State Commissioner of Financial Institutions as meeting the
requirements of the Act and adhering to the rules of the Utah Money Management Council.

The City's Central Treasury consist of the following at fiscal year end:

State Treasurer's Investment Pool $1,348,830

U.S. Bank 578,533

Wells Fargo Bank 160,933

Zions First National Bank 503,980

Less amounts transferred to Hildale and Colorado City Joint Utilities (2,283,302)
$ 308,974

Cash in bank and equity in the City's Central Treasury by fund and by financial institution at
fiscal year end is as follow:

General Sewer
Fund Fund Total
Equity in Central Treasury $ 145,381 $ 163,593 $ 308974
Cash on hand 400 - 400
Total Cash and Investments $ 145781 $ 163,593 $ 309,374
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HILDALE CITY, UTAH
Notes to the Financial Statements
June 30, 2006

NOTE 4. Deposits and Investments, Continued

Deposits
Custodial Credit Risk

For deposits this is the risk that in the event of a bank failure, the government’s deposit may not be

returned to it. Hildale City does not have a formal policy for custodial credit risk. As of June 30,

2006, $818,818 of the Hildale City’s central treasury’s bank balance of $1,181,818 was exposed to
" custodial credit risk because it was uninsured and collateralized.

Investments

The Money Management Act defines the types of securities authorized as appropriate investment
for Hildale City and the conditions for making investment transactions. Investment transactions
may be conducted only through qualified depositories, certified dealers, or directly with issuers of
the investment securities.

Statutes authorize Hildale City to invest in negotiable or nonnegotiable deposits of qualified
depositories and permitted negotiable depositories; repurchase and reverse repurchase agreements;
commercial paper that is classified as “first tier” by two nationally recognized statistical rating
organizations, one of which must be Moody’s Investor Services or Standard & Poor’s, bankers’
acceptances; obligations of the United States Treasury including bills, notes, and bonds; bonds,
notes, and other evidence of indebtedness of political subdivisions of the State; fixed rate
corporate obligations and variable rate securities rated “A” or higher, or the equivalent of “A” or
higher, by two nationally recognized statistical rating organizations; shares or certificates in a
money market mutual fund as defined in the Act; and the Utah State Public Treasurer’s Investment
Fund ‘

The Utah State Treasurer’s Office operates the Public Treasurer’s Investment Fund (PTIF). The
PTIF is available for investment of funds administered by any Utah public treasurer.

The PTIF is not registered with the SEC as an investment company. The PTIF is authorized and
regulated by the Money Management Act, Section 51-7, Utah Code Annotated, 1953, as amended.
The Act established the Money Management Council which oversees the activities of the State
Treasurer and the PTTF and details the types of authorized investments. Deposits in the PTIF are
not insured or otherwise guaranteed by the State of Utah, and participants share proportionally in
any realized gain or losses on investments. Financial statements for the PTIF funds can be
obtained by contacting the Utah State Treasurer’s office.
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

_ NOTE 4. Deposits and Investments, Continued

The PTIF operates and reports to participants on an amortized cost basis. The income, gains, and
losses — net of administration fees, of the PTTF are allocated based upon the participant’s average
daily balance. The fair vale of the PTTF investment pool is approximately equal to the value of the

. pool shares.

~ As of June 30, 2006 the government had the following investments and maturities:

Investments Maturities (in Years)

Fair Less More
Investment Type Value than 1 1-5 6-10 than 10
State of Utah Public Treasurer's :
Investement Fund $1,348,830 $1348830 $ .- $ - $ -
Total Féir Value ‘ $1,348,830 $1,348830 $ - $ - $ -

Interest rate risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Hildale City’s policy for managing its exposure to fair value loss arising from
increasing interest rates is to comply with the State’s Money Management Act. Section 51-7-11 of
the Act requires that the remaining term to maturity of investments may not exceed the period of
availability of the funds to be invested.

Credit risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its

obligations. Hildale City’s policy for reducing exposure to credit risk is to comply with the State’s
Money Management Act.

At June 30, 2006 Hildale City had the following investments and quality ratings:

Quality Ratings
Fair : ‘
Investment Type Value AAA AA A Unrated
State of Utah Public Treasurer's
Investement Fund $1348830 $ -3 - $ - $1,348830
Total Fair Value $ 1,348,830 $ - $ - 8 - $1,348,830
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 5. Capital Assets

The following table summarizes the changes to capital assets for governmental activities during the year.

Governmental Activities: Balance Balance
6/30/2005 Additions Deletions 6/30/2006
"Capital assets, not being depreciated: :
Land | $ 83421 $ - $ - $ 83421
Total capital assets, not being depreciated 83,421 - ‘ - 83,421

Capital assets, being depreciated:

Buildings 260,621 - - 260,621
Improvements Other than Buildings 39,635 - - 39,635
Machinery and Equipment 230,095 29,190 - 259,285
Office Furniture and Equipment 73,639 - - 73,639
Automobiles and Trucks ' : 692,747 135,000 - 827,747
Infrastructure 52,564 - - 52,564

Total capital assets, being depreciated 1,349,301 164,190 - 1,513,491

Less accumulated depreciation for:

Buildings ©(96,046) (6,516) - (102,562)
Improvements Other than Buildings . (4,547 (3,544) - (8,091)
Machinery and Equipment (112,771) (26,110) - (138,881)
Office Furniture and Equipment (54,218) (7,072) - (61,290)
Automobiles and Trucks (338,446) - (94,388) - (432,834)
Infrastructure (2,736) (2,789) - (5,525)
Total accumulated depreciation ' (608,764) (140,419) - (749,183)
Total capital assets, being depreciated, net 740,537 23,7711 - | 764,308
Governmental activities capital assets, net $ 823958  $ 23,771 $ - $ 847,729

Deprectiation expense was charged to the functions/programs of the City as follows:

Governmental Activities:
General government $ 35,022
Highways and streets 4,380
Public safety : 87,006
Public works 6,471
Parks & recreation ' 7,540

Total depreciation expense - governmental activities $ 140,419
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 5.

Capital Assets, Continued

The following table summarizes the changes to capital assets for business-type activities during the year.

Business Type Activities:

Capital assets not being depreciated:
Land ‘
Total capital assets, not being depreciated

Capital assets being depreciated:

Buildings
Improvements other than buildings
Machinery and equipment
Office furniture and equipment
Automobiles and trucks

Total capital assets, being depreciated

Less accumulated depreciation for:

Buildings o

Improvements other than buildings
Machinery and equipment

Office furniture and equipment
Automobiles and trucks

Total accumulated depreciation

Total capital assets, being depreciated, net

Business-type activities capital assets, net

Balance Balance
6/30/2005 Additions Deletions 6/30/2006

$ 364,661 $ - - $ 364,661
364,661 - - 364,661
1,044,081 - - 1,044,081
6,345,679 116413 - 6,462,092
36,824 12,364 - 49188

669 - - 669

75,745 - - 75,745
7,502,998 128,777 - 7,631,775
(650.227) (26,145) - (676,372)
(1,609,267) (140,780) - (1,750047)
(20,772) (5,605) - (26,377)
(223) (223) - (446)
(60,086) (7,749 - (67.839)
(2,340,575) (180,502) - (2,521,077
5162423 (51,725) - 5,110,698

$ 5527084 $ (51,725) - $ 5475359
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 6. Long-Term Debt

Therfollowing is a summary of changes in long-term debt for the year ended June 30, 20006:

Balance Balance Current

6/30/2005 Additions Retirements 6/30/2006 Portion
Sewer Revenue Bonds, Series 1979 $ 288700 $ - $ 15,105 $ 273,595 $ 15831
Sewer Revenue Bonds, Series 2000A 1,348,000 - 79,000 1,269,000 79,000
Sewer Revenue Bonds, Series 2000B 1,855,028 - 20,236 1,834,792 20,545
Sewer Revenue Bonds, Series 2000C 350,928 - 3,830 347,098 3,885
Electric Revenue Bonds, Series 1995 18,505,000 - - 18,505,000 1,500,000
Electric Revenue Bonds, Series 1997 1,310,000 - - 1,310,000 100,000
Total Bonds 23,657,656 - 118,171 23,539,485 1,719,261
Capital leases payable 155,751 - 60,304 95,447 53,667
Total Long-Term Debt $23,813,407 $ - $ 178475 $23,634,932 $ 1,772,928
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 6. Long-Term Debt, Continued

Revenue Bonds and Other:

Sewer Revenue Bonds, Series 1979, due in monthly

principal and interest installments of $2,435, bearing

interest at 5.00%, maturing March 15, 2019, secured

by the sewer building and distribution lines. $ 273,595

Parity Sewer Revenue Bond, Series 2000A, due in annual
principal installments ranging from $79,000 - $80,000,
non-interest bearing, maturing April 1, 2022. 1,269,000

Parity Sewer Revenue Bond, Series 2000B, due in annual
principal installments ranging from $18,000 - $99,000, bearing
interest at 4.5%, maturing Novermber 25, 2042. 1,834,792

Parity Sewer Revenue Bond, Series 2000C, due in annual
principal installments ranging from $3,400 - $18,800, bearing
interest at 4.5%, maturing November 25, 2042. 347,098

Electric Revenue Bonds, Series 1995, due in

annual principal installments ranging from

$210,000 to $1,805,000 bearing interest semi-

annually at 7.00 - 8.00% maturing beginning ,

September 1, 2003 and ending September 1, 2025. 18,505,000 *

Electric Revenue Bonds, Series 1997, due in annual
principal installments ranging from $15,000 to
$190,000 bearing interest semiannually at 7.75%,

maturing September 1, 2025. 1,310,000 *
Total Bonds Payable and Other Obligations 23,539,485
Leases Payable:

Leases payable in monthly, semi-annual and annual

installments through 2011, at interest from 2.65% to 7.4%. 95,447
Total Long-Term Debt 23,634,932
Less Current Portion:

Business-Type Activities ' (1,719,261)
Governmental Activities (53,667)
Total Long-Term Debt, Net of Current Portion $ 21,862,004

* These bonds are on the books of Twin City Power, See Note regarding Investment in Affiliates.
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 6. Long-Term Debt, Continued

Debt service requirements to maturity are as follows:

Year Ended
June 30, Sewer Revenue Bonds Electric Revenue Bonds*
Principal Interest Principal Interest

2007 $ 119,261 $ 111,167 $ 1,600,000 $ 1,443,691
2008 121,194 109,234 430,000 1,409,596
2009 123,219 107,209 470,000 1,373,677
2010 125,342 105,086 -515,000 1,335,158
2011 127,567 102,861 540,000 1,293,839
- 2012-2016 675,145 476,994 © 3,555,000 . 5,710,952
2017-2021 682,213 406,618 - 5,180,000 4,026,247
2022-2026 342,657 348,383 7,525,000 1,581,529
2027-2031 328,794 282,246 - -
2032-2036 411,583 199,457 - -
2037-2041 515,219 95,821 - -
2042-2043 152,291 4,861 - -
Totals $ 18,174,689

$3,724,485  $2,349,937 $ 19,815,000

* See Note regarding Investment in Affiliates
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE7.  Capital Leases Payable

General Fund:

The City has entered into nine lease agreements, which are considered capital leases in accordance
with Financial Accounting Standard Board statement number 13. These leases are show in the
governmental activities of the government-wide statements.

The following is an annual schedule of future minimum lease payments with interest rates ranging
from 7.4 percent to 2.65 percent under capital leases, together with the present value of the net
minimum lease payments:

Year Ending
June 30, Total

2007 ' $ 56,260
2008 34,336
2009 4,271
2010 4,272
2011 95
2012 ' -

Total remaining lease payments 99,234

Less amount representing interest ‘ (3,787)

Present value of net remaining minimum lease payments $ 95,447

The su.immafy of assets acquired through capital leases follows:

Depreciation  Accumnulated
Cost Expense Depreciation
Vehicles and equipment $520483 § 53665 § 359380
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 8. Deferred Revenue

Deferred Revenues shown in the General Fund in the amount of $20,744 includes $2,891 in
Industrial Park leases receivable not collected within sixty days after year end and $17,853 in
Sewer Service accounts receivable not collected within sixty days after year end. The sewer
accounts receivable were previously recorded in the proprietary fund. The account was transferred
to the general fund during the 1998 fiscal year per City ordinance. (See footnote 1, Governmental
Fund Types.)

NOTE9. Investment in Affiliates

The City has the following investments which are accounted for using the equity method: .
Twin City Powei'

The Twin City Power Joint Management, Operations and Maintenance Agreement (Twin City
Power) was formed on April 29, 1994 by the Town of Colorado City, Arizona and Hildale City,
Utah (the Cities). The Town of Colorado City, Arizona, pursuant to the provisions of Title 11,
Chapter 7, Article 3, Arizona Revised Statutes, as amended (the "Arizona Joint Exercise of Powers
Act") and the City of Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code
Annotated 1953, as amended (the "Utah Interlocal Co-operation Act") entered into the "Electric
Distribution Systems Management Operation and Maintenance Agreement.”

Each City has acquired its own electric system which is independently owned and financed and
reflected in the funds of Twin City Power. Each City's ownership percentage in Twin City Power
is based upon their original investments in their City's system and subsequent specific
contributions. Common operating revenues and expenditures are allocated on the basis of the
proportion that the annual energy sales to each City’s electric customers bears to the total annual
energy sales.

The "Power Board" consists of seven Members, three appointed by the Mayor and Council of
Hildale City and four Members appointed by the Mayor and Council of Colorado City. Each
Member is entitled to one vote; however, budgeting and financing is done by each City's Council
and merely ratified by the "Power Board."

Twin City Power’s audited financial statements as of June 30, 2006 can be obtained at the
following address:

Hildale City

P.O. Box 840490

320 E. Newel Avenue
Hildale, Utah 84784
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 9.

Investment in Affiliates, Continued

Twin City Power, (Continued)

The following is a summary of the total assets, liabilities, revenues, and expenditures associated
with Twin City Power and their allocation between the Cities for the year ended June 30, 2006:

Distribution Generation
Hildale Colorado Hildale
City City City _Total

Total Assets $ 473354 § (33.366) _$ 20,065,746 $ 20,505,734
Current Liabilities $ 71,123 $ 133,142 $ 4,008,611 $ 4212876
Long-Term Liabilities 15,214 18,742 18,215,000 18,248,956

Total Liabilities 86,337 151,884 22,223,611 22,461,832
Net Assets/(Deficit) 387,017 (185,250) (2,157,865) (1,956,098)

Total Net Assets/(Deficit) 387,017 (185,250) (2,157,865). (1,956,098)
Total Liabilities and Net Assets $ 473354  § (33366) $ 20,065,746 $ 20,505,734
Total Qperating Revenues $ 1,358,379 $ 1,908,118 $ 4,333,556 $ 7,600,053
Total Operating Expenses 1,971,540 2,797,298 3,370,361 8,139,199
- Operating Income/(Loss) (613,161) (889,180) 963,195 (539,146)
Non-Operating Revenues/(Expenses) 25,869 47,781 (1,459,042) (1,385,392

Change in Net Assets $ (587292) _$ (841399) § (495.847) _$  (1,924,538)

Twin City Power Sale of Gas Contract

On December 28, 1995, Twin City Power entered into an agreement with Conoco, Inc. (subsequently
purchased by CIG Merchant Company, Inc.) to purchase natural gas at a fixed rate. This contract,
having significant value in the 2005 winter gas market, was sold to El Paso Corporation effective
April 1, 2005 for $2,950,000. The gain resulting from the sale of the contract was reported in the non-

~ operating portion of the Statement of Revenues, Expenses and Changes in Net Assets for the year

ended J une 30, 2005.

Upon sale of the contract, the proceeds were transferred to an escrow account being held for future
restructuring purposes by the Management of Twin City Power. In addition to the proceeds from the
sale, a portion of the natural gas sales made by Twin City Power to CIMA Energy, LTD. were also-

. transferred to the escrow account. The Series 1995 and 1997 Bondholders have consented to this

process and the two parties are currently in deliberations concerning the future of the Hildale City
Power Generation Fund.
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 9. Investment in Affiliates, Continued

Water Departments of Hildale/Colorado City

The Twin City Water Joint Management, Operations and Maintenance Agreement (the Water
Departments) was formed on February 22, 1996 by the Town of Colorado City, Arizona and Hildale
City, Utah (the Cities). The Town of Colorado City, Arizona, pursuant to the provisions of Title 11,
Chapter 7, Article 3, Arizona Revised Statutes, as amended (the “Arizona Joint Exercise of Powers
Act™) and the City of Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code
Annotated 1953, as amended (the “Utah Interlocal Co-operation Act”) entered into the “Inter-
Governmental Agreement.” ‘ :

Each City has acquired its own water system which is independently owned and financed and
reflected in the funds of the Water Departments. Each City’s ownership percentage in the Water
Departments was calculated based upon their population, footage of pipe, number of service
connections, and value of distribution system within each City’s boundary. Common operating
revenues and expenditures are also allocated based on said percentages.

The Board of Trustees consists of seven trustees, three appointed by the Mayor and Council of Hildale
_City, three appointed by the Mayor and Council of Colorado City, and one appointed by a joint
designation of both cities. Each trustee is entitled to one vote.

The Water Departments' audited financial statements as of June 30, 2006, can be obtained at the
following address: ' ‘

Hildale City

P.O. Box 840490

320 E. Newel Avenue
Hildale, Utah 84784
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE9. Investment in Affiliates, Continued

Water Departments, (Continued)

The following is a summary of the total assets, liabilities, revenues, and expenditures associated with the
Water Departments and their allocation between the Cities for the year ended June 30, 2006:

Hildale Colorado
City City Total
Total Assets $ 327,730 $ 936,003 $ 1,263,733
Current Liabilities $ 31,704 $ 53059 $ 84763
Long-Term Liabilities 52,474 97,454 149,928
Total Liabilities 84,178 150,513 234,691
Net Assets _ 243,552 785,490 1,029,042
Total Net Assets 243,552 785,490 1,029,042
Total Liabilities and Net Assets $ 327,730 $ 936,003 $ 1,263,733
Total Operating Revenues $ 209,300 $ 400,349 $ 609,649
Total Operating Expenses 189,051 379,690 568,741
Operating Income/(Loss) 20,249 20,659 40,908
Non-Operating Revenues/(Expenses) 2,156 4,860 7,016
Change in Net Assets $ 22.405 $ 25,519 $ 47924
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Notes to the Financial Statements
June 30, 2006

NOTE 9. Investment in Affiliates, Continued

Gas Departments of Hildale/Colorado City

The Gas Distribution Systems Management, Operations and Maintenance Agreement (the Gas
Departments) have not yet been formed by the Town of Colorado City, Arizona and Hildale City, Utah
(the Cities). However, the Town of Colorado City, Arizona, pursuant to the provisions of Title 11,
Chapter 7, Article 3, Arizona Revised Statutes, as amended (the “Arizona Joint Exercise of Powers
Act”) and the City of Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code
Annotated 1953, as amended (the “Utah Interlocal Co-operation Act”) intend to enter into an “Inter-
Governmental Agreement.”

Each City will acquire its own Gas system which will be independently owned and financed and

. reflected in the funds of the Gas Departments. Each City’s ownership percentage in the Gas
Departments will be calculated based upon their population, footage of pipe, number of service
connections, and value of distribution system within each City’s boundary. Common operating revenues
and expenditures will also be allocated based on said percentages.

The Power Board of Trustees have been assigned the respohsibility for the Gas Departments. The board
consists of seven trustees, three appointed by the Mayor and Council of Hildale City and four appointed
by the Mayor and Council of Colorado City. Each trustee will be entitled to one vote.

The Gas Departments' audited financial statements as of June 30, 2006, can be obtained at the following
address:

Hildale City

P.O. Box 840490

320 E. Newel Avenue
Hildale, Utah 84784

39




HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 9. Inv_esfment in Affiliates, Continued

- Gas Departments, (Continued)

The fo’]loWing is a summary of the total assets, liabilities, revenues, and expenditures associated with the
Gas Departments and their allocation between the Cities for the year ended June 30, 2006:

Hildale Colorado
City City Total
Total Assets $ 349501 $ 383313 § 732814
Current Liabilities $ 44,632 $ 78190 - $ 122,822
Long-Term Liabilities 8,792 8,792 17,584
Total Liabilities 53,424 86,982 140,406
NetAssets 296,077 296,331 592,408
Total Net Assets 296,077 296,331 592,408
Total Liabilities and Net Assets 3 349,501 $ 383,313 $ 732,814
Total Operating Revenues $ 339335 § 656542 § - 995877
Total Operating Expenses 290,989 591,110 882,099
Operating Income/(Loss) 48,346 65,432 113,778
Non-Operating Revenues/(Expenses) 35 1,881 1,916
Change in net assets $ 48381 _$ 67313 _§ 115694
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006
NOTE 10. Power Sales Contracts - Concéntration of Risk

Twin City Power entered into a firm power sales agreement with the City of St. George, wherein Twin
City Power agreed to sell firm power and the associated energy to the City of St. George. The
agreement was effective July 1, 1994 through June 30, 2024. However, this power sales agreement
was terminated effective July 15, 2003. Actual power sales to St. George City under contract were
terminated in December of 2002. Total sales to St. George City for fiscal year 2002 were $2,847,439

."and $1,131,000 for fiscal year 2003. During fiscal year 2004, Twin City Power generated power for
St. George City during July and August to meet peak demands. Wholesale power sales to St. George
City for fiscal year 2004 amounted to $ 209,447. Twin City Power did not sale power to St. George
City in fiscal year 2005 or 2006. B

Hildale City and Colorado City entered into a power sales contract on December 15, 1995, wherein
Colorado City agrees to purchase energy generated by Hildale City. The charge to Colorado City for
capacity and energy is Colorado City's pro rata share of the operation and maintenance expenses and
capital costs during the period, after the application of all other revenues. During the current fiscal
year, Colorado City was charged $2,488,009 (59.18%) and the Hildale City Distribution fund was
charged $1,715,998 (40.82%). Amounts due to the Hildale City generation fund by the Colorado City
and Hildale City distribution funds are $1,786,178 and $625,189 respectively. :

NOTE 11. Natural Gas Price Issues

Natural gas costs are have risen substantially in recent years. Expectations of the generation plant
assumed natural gas costs at under $2.00 per decatherm. Natural gas pricing has been as high as $7.00
per decatherm and higher throughout some of the winter months for fiscal year 2006.

As a result of high gas costs, the City has not been able to continue generating po’Wer under the St.
George City contract. As discussed in Note 10, Twin City Power’s contract with St. George City was
irrevocably cancelled. '

Rolls Royce terminated its long-term maintenance agreement with the generation plant in the prior
year. They terminated the agreement due to generation shutdowns and unacceptable natural gas prices.
Currently, any maintenance and parts for the generation plant’s turbine generators are the sole
responsibility and cost of Twin City Power. :
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE _12. Bond Covenants — Disclosures - Defaults

The City’s Power fund net revenues for the current fiscal year failed to lﬁeet the requirement set
forth in Section 6.13(b) of the Series 1995 and Series 1997 bond resolutions/covenants.

The net revenue requirement for the current fiscal year is $3,804,614 which is 1.25 times the aggregate

debt service for the forthcoming fiscal year. The actual net revenues were $1,266,533 which yields a

shortfall of $2,538,081.

As discussed in Note 10, as of July 15, 2003, Twin City Power’s firm power sales agreement with

St. George City was terminated. The cancellation of this contract is an event of default under the
bond resolutions.

During fiscal year 2006, Twin City Power failed to make the required principal payments on two
of its outstanding Electric Revenue Bonds, Series 1995 and Series 1997. Total principal past due
as of June 30, 2006 was $1,155,000. Twin City Power has not made any principal payments on
the bonds listed above since fiscal year 2003 through the issuance date of the financial statements.
Non-payment constitutes default under both bond resolutions.

NOTE 13. Individual Fuhd Disclosures

Segment Information:

The Sewer Fund accounts for the operation and maintenance of the sewer collection and treatment
system. The segment information for the Sewer Fund is available in the basic financial statements.
The equity joint venture interest in the gas, water and electric utilities are available in footnote 9.

NOTE 14. Operating Leases

The City entered into two operating leases during the year for heavy equipment. Total costs for such '
leases were $44,026 for the year ended June 30, 2006. The future minimum lease payments for these
leases are as follows: : '

Year Ending

June 30, o Total
2007 . $ 35492
2008 _ : ‘ 13,819
2009 ' : -
Total remaining lease payments $ 49,311
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HILDALE CITY
Notes to the Financial Statements
June 30, 2006

NOTE 15. Related Party Transaction

The City paid $24,750 to a related party, F&H Distributing, during the year ended June 30, 2006 to
lease a semi-truck. The payment is included in highways and streets expenditures on the Statement of
Revenues, Expenditures, and Changes in Fund Balances on page 13. The City earned $29,543 by
subleasing the truck. The revenue is included in other revenues/contributions on the same statement.
F&H Distributing is owned by Harold Peine a member of the City Council.

NOTE 16. Internal Balances /Interfund Transactions

During fiscal year 2006, the City’s sewer fund loaned the City’s general fund $135,000 to buy a new
ambulance. Resolution 06-01-01 specifies that the loan will be repaid over 48 months with interest
being charged to the general fund based upon a variable interest rate tied to the Public Treasurer’s
Investment Fund (PTIF) rates. Payments are scheduled to begin July 2006.
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HILDALE CITY, UTAH
Supplementary Information on Bond Requirements
June 30, 2006

The Series 1995 and 1997 Electric System Bond Resolutions set forth certain covenants and restrictions.
The City is not in compliance with all covenants and restrictions for the Electric System Bond Resolution
requirements see Note 12. Additional disclosures required by the Resolutions are:

. Total Billings » Average Average Total
2005-2006 " Per Month Per Customer Customers
CCA Residentia] v $ 1,359443.58 $113,286.97 $ 27296.36 592
CCA Commercial © 336,586.31 28,048.86 3,698.75 91
CCA Public 382,205.49 31,850.46 31,850.46 12
Total CCA Billings $  2,078,235.38 $173,186.29 $ 2990.27 695
HCU Residential $ 790,190.26 $ 65,849.19 $ 3,039.19 260
HCU Commercial 583,837.49 48,653.12 - 8713.99 67
HCU Public = 119,959.03 9.,996.59 14,994.88 8
Total HCU Billings $ 1,493,986.78 $124,498.90 $ 4,459.66 335

Insurance coverage in effect at June 30, 2006:

Type Policy Number Effective Expires Limits

Coverage with Utah Local Governments Trust:

General Liability 11720-GL2005 12/15/2005 Continuous $ 5,000,000
Property _ 11720-GL2005 - 12/15/2005 Continuous $ 5,000,000
Automobile physical damage 11720-GL2005 - 12/15/2005 Continuous $ 5,000,000
Uninsured motorist 11720-GL2005 12/15/2005 Continuous $ 65,000
Coverage with Liberty Surplus Insurance Corporation:

Power Plant Property 5D117585005 . 4/1/2006 4/1/2007 $ 10,874,200
Business Interruption - 5D117585005 4/1/2006 4/1/2007 $ 4,669,048
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HILDALE CITY, UTAH
Supplementary Information Impact Fees
For the Year Ended June 30, 2006

During the 2006 legislative session, the Utah Legislature modified UC 10-5-29 and UC 17A-1-4 requiring
governments who collect impact fees to provide additional reporting in their financial statements. The following
schedule presents the required information:

Fiscal Accumulated
Year Revenues Interest Expenditures Explanation of Expenditure Balance
2002 $22,290.72 $497.80 $22,788.52 2002 Sewer Plant Project $0.00
2003 $146,578.48 $2,266.69 $148,845.17 2002 Sewer Plant Project $0.00
2004 $44,391 .48 $756.08 $45,147.56 2002 Sewer Plant Project $0.00
2005 $8,111.83 $265.13 $8,376.96 2002 Sewer Plant Project $0.00
' 2006 $2,178.16 $110.91 $2,289.07 2002 Sewer Plant Project $0.00
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HINTON BURDICK HALL & SPILKER PLLC

CPAs & ADVISORS‘ ‘

MEMBERS:

] T ' o ' - o " Kris J. BRAUNBERGER
‘Independent Auditors’ ‘Report on Internal Control over "DEAN R. BURDICK .
_' Financial Reporting and on Compliance and Other Matters = Rosert S. Cox
' Based on an Audit of Financial Statements .., BeenTR Ha

KENNETH A, HINTON'
Performed in Accordance with Government Auditing Standards e B PIToN
- MoRRIs J. PEACOCK

o ) o S " MicHAEL K. SPILKER
The Honorable Mayor and ‘ S ' : ' Mark E. TICHENGR

* City Council -

Hildale City, Utah

We have audited the basic financial statements of the Hildale City, Utah as of and for the year ended June

) 30,2006, and have issued our report thereon dated August 25, 2006. We conducted our audit in -
. accordance with auditin g standards general]y accepted in the United States of America and the standards ..

applicable to financial audits contained in Government Audztmg Standards issued by the Comptroller :
General of the Umted States e

: 'Internal Contro] Over Financial Reportlng

" In planmng and performmg our audit, we considered Hildale City's internal control over ﬁnancral reportmg

in order to determine our auditing procedures for the purpose of expressing our opinion on the ﬁnanc1a1

- statements and not to provide an opinion on the internal control over financial reporting. Our

consideration of the 1ntemal control over financial reporting would not necessarily disclose all matters in .
the intemnal control over financial reporting that might be material weaknesses. A material weakness is a -

_reportable condition in which the design or operation of one or more of the internal control components

does not reduce to a relatively low lével the risk that misstatements caused by error or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected
within a timely. perlod by employees in the normal course of performing their assigned functions. We
noted no mattérs involving the internal control over financial reporting and its operation that we consider
to be material weaknesses., However, we noted other matters involving the internal control over financial
reportmg, ‘which we have reported to management of Hildale City in the accompanying management letter
dated August 25 2006. :

Comphance and Other Matters

'As* part .'of obtaining reasonable assurance about whether the Hildale City's financial Statements are free of

material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the

" determination of financial statement amounts. However, providing an opinion: on compliance with those
provisions was not an objective of our audit, and accordingly, we do net.express such an opinion. The
" results of our tests disclosed nio 1nstances of noncomphance that are required to be reported under
: Govemment Audttmg Standards. - —
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However we noted certam instances of noncompliance, which we have reported to management of Hildale

‘ Clty in the accompanymg management letter dated August 23, 2006

ThlS report is intended solely for the information and use of the mayor, audit committee, management, and .

- various federal and state agencies and is not intended to be and should not be used. by anyone other than
: these specn"led partres However this. report is a'matter of pubhc record and its distribution is not hmlted

| "HINTON BURDICK HALL& SPILKER PLLC o
August 25 2006 :
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- HINTONBURDICK
'HINTON BURDICK HALL & SPILKER PLLC

CPAs & ADVISORS

. MEemsERs: . .
o ' T : - . . Kris J. BRAUNBERGER
Independent Auditors’ Reporton "+ .7 DEANR. BURDICK .
- State Legal Compliance - . RoBErTS.Cox

BRENT R ‘HALL
KENNETH A. HINTON

HOIIQT&])IC Mayor and . MicHAEL K. SPILKER
City Council , o : ‘ . S . Mark E. TiCHENOR

o Hildal'e City,- Utah

We have audlted the basic ﬁnanc1al statements of Hildale C1ty, Utah, for the year ended J une 30 2006

~ and have issued our report thereon dated August 25, 2006. As part of our audit, we- have audited Hlldale

Clty s compliance with the requirements governing types of services allowed or unallowed; eligibility;
matching, level of effort, or earmarking; reporting; special tests and provisions applicable to each of its .
major State assistance programs as required by the State of Utah Legal Compliance Audit Guide for the
year ended June 30, 2006. The Clty received the following major State assistance programs from the State
of Utah: ‘

; ‘B & C Road Funds (Depaitment of Transportation)
~ Liquor, Law Enforcement (State Tax_ Commission)

The City also received the. followmg non-major grants which are not required to be audlted for specxﬁc '
compliance requirements: (However, these programs were subjected to test work as part of the audit of -
Hildale Clty s ﬁnanc1a1 statements ) L

EMS Grant_s (Department of Health)
.Wildland Fire Grant -(Department of Natural Resources)

Our audit also included test work on the City's compliance with those general comphance requlrements =
1dent1fied in-the State of Utah Legal Compliance Audit Guide, 1nclud1ng :

. "Public Debt, .
- . Cash' Management
- Purchasing Reqmrements
 Budgetary Compliance
L Truth'in Taxation and Property Tax L1m1tat10ns
! Liquor Law Enforcement -
B&C Road Funds
Justice Courts ‘
Other General Compliance Issues -
'Uniform Building Code Standards .
Impact Fees and Other Development Fees

Asset Forfelmres .
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The rnanagement of Hildale City is responsible for the C:ity's compliance with all compliance requirements

" identified above. Our responsibility is to express an opmlon on compliance with those requirements based
- _on’our audit.

- We conducted our audit in Iaccordance with auditing stan'dards generally accepted in the United States of
. America and Government Auditing Standards, issued by the Comptroller General of the United States.

" Those standards require that we plan and. perform the audit to obtain reasonable assurance about whether.

‘ materlal noncomphance with the requ1rements referred to above occurred An audit includes examining,
on a test basis, evidence about the’ Clty s comphance with those requlrements We beheve that our aud1t
. provrdes a reasonable ba81s for our oplmon ' \ : T

" The results of our audlt procedures dlsclosed 1rnmater1a1 instances of noncompllance with the requlrements
referred to above, which are described in ‘the accompanying findings and recommendations letter. We
.+ considered these mstances of noncomphance in formmg our oplmon on comphance, wh1ch is expressed in
g the followmg paragraph ' :

* In our oplmon, H11da1e Clty, Utah comphed in all matenal respects w1th the general comphance
Tequirements | identified above and the requlrements governing types. of services allowed or unallowed;
- eligibility; matching, level of effort, or earmarkmg, reporting; and special tests and provisions that are -
' apphcable to each of its ma_]or State assxstance programs for the year ‘ended June 30, 2006. .

/MM%/LLC_ |

_"'HINTON BURDICK; HALL & SPILKER PLLC
| -Augustzs 2006
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Findings and Recommendations BRENT R. HaLL
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Morris J. Peacock
} B . MicHAEL K. SPILKER
Honorable Maydr and M E. TiceNoR
City Council .
: H11da1e Clty, Utah

Durmg our audit of the funds of Hildale City for fiscal year 2005-2006, we noted 1mprovements in the
City's accounting and budgeting system and wish to commend the City for making changes and
improvements. We also noted areas needing corrective action in order for the City to be in compliance
with laws and regulations and we found circumstances that, if improved, would strengthen the City's
accounting system and control over its assets. These items are discussed below for your consideration:

..Comélihnce Findings and Recommendations:
o 1. Fund__Deﬁcits ‘
Finding

Utah code section 10-6-117 states “The governing body of any city may not make. any
appropriation in the final budget of any fund in excess of the estimated expendable revenue for’

~the budget period of the fund.” It further states that “There shall be included as an item of .

* appropriation in each fund for any budget period any existing deficit as of the close of the last -

" completed fiscal period, not previously included in the budget of the current period, to the extent
of at least 5% of the total revenue of the fund in its last completed fiscal penod ”

We noted durmg our audit that no appropriation-was made on the FY 2006 adopted budget to
' relieve the fund deficit in the Hildale City Generation Fund. We alsonoted that no appropnatmn
~ was made on the FY 2007 budget for the deficit balance in the aforementioned Fund.

o Recommendatlon

:."We recommend that the Twin City Power Board continue to make it their highest priority to
relieve the deficit fund balance in the aforementioned fund by a variety of means mcludmg, but
not limited to, refinancing, raising electricity rates, renegotiating contracts.and usmg cost
reduction measures. We also recommend that measures be taken in the budgetlng process to
appropriate.for deficits created from prior year’s operations in order to comply with state law.

s
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" Fidelity Bond

Finding

Whrle performrng our test work we dlscovered that the State requrred Frdehty Bond

~ amount is underfunded. The bond amount should provrdc at least $461,756 in coverage
but the current bond amount is $300,000. :

: Recommendatlon '

. Increase the Bond coverage to cover the required amount. *

. Impact Fee Accounting . -

Finding -

Urah C'od.é‘Section 11 -36-3017 retiuires thel{followm“g:

“Each local pohtrcal subd1v151on collectrng 1mpact fees shall:

Coa establrsh separate interest bearing ledger accounts for each type of publrc facrhty for

' whlch an impact fee is collected;

. b.. deposrt 1mpact fee receipts in the approprrate ledger account

. retain the interest earned on each fund or account in the fund or account; and

c
d.. atthe énd of each fiscal year, prepare a report on each fund or account showing:
Y3 the- source and amount of all momes collected, eamed and recelved by the fund

" or account; and -
2) . each expendrture from the fund or account

This report is a public document and should be avallable for publrc rnspectron durlng "

‘ regular ofﬁce hours (Utah Code 11-36 301)”

: We concluded dunng our test work that sewer 1mpact fees are bemg collected properly

and spent in accordance with State law; however, as is stated in item d. above, a report
was not prepared by management at year end to show an accountmg for the impact fees.

Recommendatron

~ We recommend that management prepare an accountmg as specrﬁed above at the end of

each fiscal year for sewer 1mpact fees to comply wrth State law. -

General Findihgs a_nd Recommendaﬁon_s; .. o

L.

' Bond Covenants
. Finding

‘ The C1ty s Power fund net revenues for the current ﬁscal year farled to meet the
‘ ‘requ1rement set forth in Sectron 6. 13(b) of the Senes 1995 and Senes 1997 bond




.resolutlons/covenants The net revenue requrrement for the current fiscal year is
~$3,804,614 which is 1.25 times the aggregate debt service for the forthcoming fiscal year

The actual net revenues were $1,266,533 which yields a shortfall of $2,538,081. There:
were also shortfalls in the prior years of $495,219, $634,786, $77,635, $278,464,
$235,356, $329,671, and $1,141,032.

A contributing factor to the lack of revenues from power generatlon was the termination

" of the power contract with St. George City. Termination of this contract was also a
default under the bond resolutions.

During ﬁscal year 2006, Twin City Power failed to make the required:principzil payments
on two of its outstanding Electric Revenue Bonds, Series 1995 and Series 1997 shown in

- Note 6. Total principal past due as of June 30, 2006 was $1,155,000. Twin City Power

has not made any principal payments on the bonds listed above since fiscal year 2003

through the issuance date of the financial statements. Non-payment constitutes default

under both bond resolutions.

Recomr‘nendatlon

" We understand there is a supplemental resolution which modifies the electric revenue

bond documents and allows the City to draw on debt reserves and run below the 125%
debt service coverage ratio without bondholders taking adverse action against the City;
however, we recommend that the City continue to take steps such as refinancing or rate
restructuring or cost reductions necessary to enable the City to meet the revenue ‘
requlrements estabhshed by the bond resolutions.

‘ Bond Reserve Accounts - Twin City Power

Findin'g :

The following is a list of required reserve accounts as specified in the bond covenants
showing the under funded amounts as of June 30, 2006.

f.A_c‘count | a | R ‘ Under funded

__ _ . Amount
1995 - Electric Revenue Bond - Debt Service Reserve $. 317,137
1995 - Electric Revenue Bond - Renewal and Replacement -~ $ 494,177

We noted that quallﬁed expendltures were made out of the 1995 Electrrc Revenue Bond
.Renewal and Replacement Fund in pnor years, whrch contrlbuted to 1ts under funded
pOSlthl'l . -

53




Recommendation

" We understand that rnanagement'is aware of the under funided amounts and has taken

L steps toward eliminating these under funded amounts. ‘We recommend that the City

*continue its efforts and transfer sufficient monies into the specrﬁed reserve accounts
w1th1n the trme constramts outllned in the bond covenants.

) 'Bond Reserve Accounts Hlldale Cltv Proprretary Fund (Sewer Fund)

. The folloWrng is a list of requrred reserve accounts as spec1f1ed in the Serres 2000 bond
covenants show_mg the under funded.amounts at of June 30, 2006: :

Account .. L ) o ..I'Jnderf.unded
o ' ' | o : - Amount
| - Sgriés_2000 A,,_'B a\ndé Bond_Fund" R . ,$'7,432'j_ |
-.S'_eriesIZ.'OIO(.)B,CReservePlund : e *$_._' 17,497
" Recornmendation o

We recommend that the City re-examrne it procedures for properly fundmg requn'ed bond

‘ reserve accounts to ensure that each reserve account is properly funded.

‘ Overpavment of. Sales Tax
Find'ng"-_ “

- While performmg our test work for. ﬁscal year 2004, we drscovered that TCP 'was’
overpaymg sales tax to the State of Utah for commercial power sales. We noted that _
some effort had been exerted to correct the problem during fiscal year 2005. However,

- upon examination of the sales tax payable account for fiscal year 2006, we determined

along w1th management that TCP had strll overpald it sales tax by $8 127 in fund 53.

Recommendatron

We commend Clty s management for their efforts to resolve this issue. We recommend
that TCP re-examine its sales tax remittance-procedures and correct the errors. We also
recommiend that TCP contact the Utah State Tax Commission and determine the
approprrate procedure for obta1n1ng a refund of over pa1d sales taxes. :

540




B -EXciseTaX Refunds-

‘ Flndmg
Twm C1ty Power has not filed for fuel excise tax refunds with the IRS and the State of
Utah during fiscal years 2005 and 2006. The refund receivable as of J une 30, 2006 was :
$127 530 ‘ ‘ ‘

; ‘Recommendation .

; We recommend that the City file for the fuel excise tax refunds due as soon as possrble ‘
and that it implement procedures for tlmely filing for the refunds in the future :

6 'Segregation of Duties — Justice Court‘

- Finding. -
- During our review of internal controls, we noted that the court clerk calculates and
- . collects Justlce court ﬁnes records the receipt, has custody of the funds, and prepares the
deposit.

‘ Recommendation

We recommend that the justice court internal controls be re-evaluated. Tf possible, we
- recommiend that the justice court receipting be done by someone who does not record the
‘ _]ustlce court payments in the system.

A ‘Respon‘ses :

- “‘Please respond to the’ above ﬁndmgs and recommendations in letter form for subrmss1on to the

State Audltor s ofﬁce as requlred by State law.

_ | Th1s letter is intended solely for the use of the Mayor, City Council, management and various .
~ federal and state agencies and is not intended to be and should not be used by anyone other than

these speclﬂed parties. However, this report is a matter of public record and its dlstnbutlon is not -
limited.

It has been a pleasure to be of service to the Clty thls past year. We would 11ke to express specral‘
thanks to each of you who assisted us so efficiently in this year's audit. We invite you to ask
questions of us throughout the year as you feel it necessary and we look forward to a contmued
pleasant professronal relatlonshlp : :

Smcerely, '

//W/w g% /Lu_a

HINTON BURDICK HALL & SP]LKER PLLC
August 25, 2006 o
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We' have audlted the accompanylng financial statements for the Water Departments of Hlldale Utah and
. Colorado,City, Arizona as of June 30, 2006, as listed in the table of contents. These basic financial statements
are the responsibility of the Departments management Our responsrbrhty is to express an opmlon on these
financial statements based on our audlt : : a

We conducted ou'r ‘audi_t in accordance with auditing standards generally accepted in the. United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable’ assuranice about whether the financial statéments are free of material misstatement. An audit
includes examiining, on a test basis, evidence supporting the amounts and disclosures in the financial statéments.
An audit also includes assessing the accounting principles used and significant estimates made by management
~as well as evaluatmg the overall financial statement presentatlon We believe that our audit’ prov1des a
reasonable basis for our opmlon

. ‘In our opinion, the 'ﬁnancial statements referred to above present fairly, in all material respects, the financial
position of the Water Departments as of June 30, 2006 and the results of its operations and its cash flows for the
year then ended in. '<_:‘onformity.with accounting principles generally accepted in the' United States of America.

In accordanice with Govemment Audztmg Standards, we have also 1ssued a report dated August 25, 2006 on our
consideration of the Water Departments internal control over financial reporting and on our tests of its
complrance with certain provxsrons of laws and regulations. The purpose of that report is to describe the scope of

our testing ‘of internal control over finanicial reporting and compliance and the results of that testing, and not'to" -

' provrde an opinion on the internal control over financial reporting or on comphance The report is an integral . .

“part of an audit performed in -accordance with' Government Audltzng Standards and. should be read in "
COII_]LmCthIl w1th this report in con81der1ng the results of our aud1t :

The Management s‘ DlscuSS1on and Analy51s is not a requ1red part of the basic financial statements but is
_supplementary information required by the Government Accounting Standards Board. We have applied certain . .
limited procedures, whlch consisted principally of inquiries -of management regardlng the methods of .-
~measurement and presentation of the supplementary 1nformat10n However we did not audit the information
7 and express.no opmlon onit. ¥ ' ' '

,%WW;%, /u <

. ‘HINTON BURDICK, HALL&SPILKER PLLC
-August 25 2006 o
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WATER DEPARTMENTS
MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Water Departments, we offer readers of the Departments’ financial statements this
narrative overview and analysis of the financial activities of the Departments for the fiscal year ended
June 30, 2006. Please read it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

e Total assets exceed total liabilities (net assets) by $1,029,042 at the close of the fiscal year.

e Total net assets increased by $47,924.

o Total operating revenues were $609,649.

e Total operating expenses were $568,741.

e At the end of the current fiscal year, unreserved net assets for the Departments were $433,522.

OVERVIEW OF THE FINANCIAL STATEMENTS

The basic financial statements of the Water Departments’ (a business-type activity) consist of the
following:

Statement of Net Assets — Presents information on all of the Water Departments’ assets and liabilities,
with the difference reported as “Total Net Assets.” The total net assets, when viewed over time, will
track the Departments’ financial position.

Statement of Revenues, Expense, and Changes in Net Assets - Presents information regarding the
change in the Departments’ net assets during the year. The Departments use the accrual basis of
accounting in which revenues and expenditures are recognized when earned and incurred. Thus, revenues
and expenditures are reported in these statements for items that will affect future cash flows.

Statement of Cash Flows — Presents net cash flows for operating activities, investing activities, and
capital and related financing activities. It also includes the net cash increase for the period, cash at the
beginning of the period and cash at the end of the period.

FINANCIAL ANALYSIS

Condensed financial information derived from the basic financial statements is presented below followed
by a brief narrative on selected items.



WATER DEPARTMENTS
Statement of Net Assets (Condensed)

6/30/2005 6/30/2006
Current Assets $ 398,524 $ 507,586
Noncurrent Assets : 810,638 756,147
Total Assets 1,209,162 1,263,733
Current Liabilities 67417 84,763
Long-Term Liabilities 160,627 149,928
Total Liabilities 228,044 234,691
Total Net Assets ' $ 981,118 $ 1,029,042

Statement of Revenues, Expenses and Changes in Net Assets (Condensed)

: 7 6/30/2005 6/30/2006
Total Operating Revenues $ 563763 § 609,649
Total Operating Expenses 525,736 568,741
Operating Income/(Loss) - 38,027 40,908
Non-Operating Revenues/(Expenses) _ 13,745 - 7016
Change in Net Assets $ 51772 § 47924

Operating expenses this year were $568,’741 as shown above. Operating revenues were $609,649.
Operating income as percentage of operating revenues was 6.71%.

The Water Departments’ provide water services to customers. The Departments’ net cost (total cost less
revenues generated by the activities) is presented in the statement of revenues, expenses and changes in
net assets. During fiscal year 2006, Net Assets increased by $47,924.

A comparison of the operating revenues and operating expenses for the current and prior year is
presented below:




WATER DEPARTMENTS' REVENUE BY SOURCE (Combined)
Year ended June 30, 2005 and 2006

6/30/2005 6/30/2006
REVENUES:
Charges for services b 541,552 $ 579,992
Other revenues 6,056 16,863
Late charges and penalties 16,155 12,794
Total Revenues $ 563,763 $ 609,649

Revenues by Source - Current Year

Other revenues

3%
Charges for services
95%
Late charges and
penalties

2%




"WATER DEPARTMENTS' OPERATING EXPENSES (Combined)
Year ended June 30, 2005 and 2006

6/30/2005 6/30/2006
OPERATING EXPENSES:
Contract wages & benefits $ 39,337 $ 37,155
Office expenses & travel ' 4,773 ' 1,490
Repairs & maintenance 61,423 89,540
Utilities ' 58,368 67,890
Insurance 8,756 9,712
Legal & professional fees 35,309 32,936
Purchased water 251,612 275,526
Depreciation/Amort. 66,158 54,492
Total Operaﬁng Expenses $ 525,736 $ 568,741
Operating Expenses - Current Year Depreciation/Amort.

10%

Contract wages & benefits
7%

Purchased water
41%

Office expenses & travel
0%

Repairs & maintenance
16%

Legal & professional fees

6% Utilities

12%

Insurance
2%




CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets -

The capital assets of the Departments are those assets that are used in performance of Departments’
functions including vehicles, equipment, buildings, wells and water system. At the end of fiscal year
2006, net capital assets of the Departments’ activities totaled $756,147.

Debt
At year-end, the Departments’ had $160,627 in long-term debt. During the current fiscal year, the

Departments’ total debt decreased by $10,178. (See the notes to the financial statements for detailed
descriptions.)

- NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

In considering the Departments budget for fiscal year 2006/2007, the Departments’ Board and
management were cautious as to the growth of revenues and expenditures. Overall operating expenditures
were budgeted so as to contain costs at approximately the same level as fiscal year 2005/2006. There are
no large capital projects anticipated for FY 2006/2007.

CONTACTING THE DEPARTMENTS’ FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Departments’ finances for all those
with an interest in the government’s finances and to show the Departments’ accountability for the money
it receives. If you have questions about this report or need additional financial information, contact
Jeremiah Barlow, Hildale City Treasurer, P.O. Box 840490, Hildale, Utah 84784.




WATER DEPARTMENTS l
Statement of Net Assets
Enterprise Funds
June 30, 2006 l
Totals (Memorandum only) .
Hildale Colorado June 30, June 30,
City City ' 2006 2005
Assets . I
Current Assets: '
Cash $ 161,184 $ 233,396 $ . 394,580 $ 299292 l
Receivables 35,042 77,964 113,006 99,232
Total Current Assets 196,226 311,360 507,586 398,524
Non current Assets: ‘ l
Property and equipment 236,254 1,003,236 1,239,490 1,239,489
Accumulated depreciation (104,750) (378,593) (483,343) (428,851) ‘ l
Total Noncurrent Assets 131,504 624,643 756,147 810,638
Total Assets ‘ $ 327,730 $ 936,003 $ 1,263,733 $ 1,209,162 .
Liabilities l
Current Liabilities: ] ‘
Accounts payable $ 26,450 $ 43,179 $ 69,629 $ 56,594
Customer deposits 1,509 2,926 4,435 645
Notes payable - current portion 3,745 6,954 10,699 10,178
Total Current Liabilities : - 31,704 53,059 84,763 67,417 l
Non current Liabilities:
Notes payable-net of current portion 52,474 97,454 149,928 160,627
Total Non current Liabilities . 52,474 97,454 149,928 160,627 l
Total Liabilities 84,178 150,513 234,691 228,044 l
Net Assets ‘
Invested in capital assets, net of related debt 75,285 520,235 - 595,520 639,833 l
Unreserved 168,267 265,255 433,522 341,285
Total net assets $ 243,552 $ 785,490 $ 1,029,042 $ 981,118 l
The accompanying notes are an integral part of the financial statements. l
| |



WATER DEPARTMENTS
Statement of Revenues, Expenses and Changes in Net Assets
Enterprise Funds
For the Year Ended June 30, 2006

Totals (Memorandum only)

Hildale . Colorado June 30, June 30,
City City 2006 2005
Operating Revenues
Charges for services $ 200,922 $ 379,070 $ 579992 $ 541,552
Other revenues 4,303 12,560 16,863 6,056
Late charges and penalties 4,075 8,719 12,794 16,155
Total Operating Revenues 209,300 400,349 609,649 563,763
Operating Expenses
Contract wages & benefits 12,633 24522 37,155 39,337
Office expenses & travel 545 945 1,490 4,773
Repairs & maintenance ‘ 30,734 58,806 89,540 61,423
Utilities 27,480 40,410 67,890 58,368
Insurance 1,731 7,981 9,712 8,756
Legal & professional fees 11,184 21,752 32,936 35,309
Purchased water 93,679 181,847 275,526 251,612
Depreciation/amortization 11,065 43,427 54,492 66,158
Total Operating Expenses 189,051 379,690 568,741 525,736
Operating Income 20,249 20,659 40,908 38,027
Non-Operating Income/(Expenses)
Interest income . _ 5,242 10,592 15,834 5,104
Contributed capital - - - 17,239
Interest expense and fiscal charges (3,086) (5,732) (8,818) (8,598)
Total Non-Operating Income (Loss) 2,156 4,860 7,016 13,745
Change in net assets 22,405 25,519 47,924 51,772
Total net assets, beginning of year 221,147 759,971 981,118 929,346
Total net assets, end of year $ 243552 $ 785,490 $ 1,029,042 $ 981,118

The accompanying notes are an integral part of the financial statements.
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WATER DEPARTMENTS

Statement of Cash Flows
Enterprise Funds

For the Year Ended June 30, 2006

Cash flows from operating activities
Cash received from customers, service fees
Cash received from customers, other
Cash paid to suppliers

Cash flows from operating activities

Cash flows from capital and related
financing activities ‘
* Acquisition of capital assets
Contributed capital
Principal paid on capital lease
Principal paid on long-term debt
Interest paid

Cash flows from capital and related
financing activities

Cash flows from investing activities
-Interest on investments

Net increase/(decrease) in cash and cash equivalents
Balances - Beginning of the year
Balances - End of the year

Reconciliation of operating income to net cash
flows from operating activities:

Net operating income
Adjustments to reconcile net operating income
to net cash provided by operating activities:
Depreciation/amortization
Changes in operating assets and liabilities:
(Increase)/Decrease in receivables
Increase/(Decrease) in accounts payable
Increase/(Decrease) in customer deposits

Cash flows from operating activities

Totals (Memorandum only)

Hildale Colorado June 30, June 30,

City City 2006 2005
$ 198,833 $ 367,334 $ 566,217 $ 566,836
9,347 24,100 33,447 22,856
(170,228) (330,986) (501,214) (478,471)
37,952 . 60,498 98,450 111,221
. _ - (17,239)
- - - 17,239
- - - (6,943)
(3,563) (6,615) (10,178) (10,398)
(3,086) (5,732) (8,818) (8,596)
(6,649) (12,347) (18,996) (25,937)
5,242 10,592 15,834 5,104
36,545 58,743 95,288 90,388
124,639 174,653 299,292 208,904
$ 161,184 $ 233,396 $ 394,580 $ 299,292
$ 20,249 $ 20659 $ 40,908 $ 38,027
66,158

11,065 43,427 54,492

(2,089) (11,686) (13,775) 25,284
7,758 5,277 13,035 (18,893)
969 2,821 3,790 645
$ 37952 $ 60,498 $ 98,450 $ 111,221

The accompanying notes are an integral part of the financial statements.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies

General

The Twin City Water Joint Management, Operations and Maintenance Agreement or the Water
Departments of Hildale/Colorado City (the Water Departments) was formed on February 22,
1997, by the Town of Colorado City, Arizona and Hildale City, Utah (the Cities). The Town of
Colorado City, Arizona, pursuant to the provisions of Title 11, Chapter 7, Article 3, Arizona
Revised Statutes, as amended (the “Arizona Joint Exercise of Powers Act”) and the City of
Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code Annotated 1933, as
amended (the “Utah Interlocal Co-operation Act”) entered into the “Inter-Governmental
Agreement.”

Each City has acquired its own water system which is independently owned and financed and
reflected in the funds of the Water Departments. Each City’s ownership percentage in The Water
Departments was calculated based upon their population, footage of pipe, number of service
connections, and value of distribution system within each City’s boundary. Common operating
expenditures are allocated based on actual revenues billed to each City’s customers.

The Board of Trustees consists of seven trustees, three appointed by the Mayor and Council of
Hildale City, three appointed by the Mayor and Council of Colorado City, and one appointed by a
joint designation of both cities. Each trustee is entitled to one vote.

Reporting Entity

In evaluating how to define the Water Departments, for financial reporting purposes, management
has considered all potential component units. The decision to include a potential component unit
in the reporting entity is made by applying the criteria set forth in generally accepted accounting
principles (GAAP). The basic, but not the only, criterion for including a potential component unit
within the reporting entity is the governing body's ability to exercise oversight responsibility.

The most significant manifestation of this ability is financial interdependency. Other
manifestations of the ability to exercise oversight responsibility include, but are not limited to, the
selection of governing authority, the designation of management, the ability to significantly
influence operations and accountability for fiscal matters. The other criterion used to evaluate
potential component units for inclusion or exclusion from the reporting entity is the existence of
special financing relationships, regardless of whether the Water Departments are able to exercise
oversight responsibilities. Based upon the application of these criteria, there are no separate
component units combined to form the reporting entity.

The accompanying financial statements include all activities of the Water Departments.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Basis of Presentation and Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a fiscal
and accounting entity with a self-balancing set of accounts, which are segregated for the purpose
of carrying on specific activities or attaining certain objectives in accordance with special
regulations, restrictions or limitations. The Department’s only fund is an enterprise fund.

Fund financial statements report detailed information about the Hildale City and Colorado City
Water Departments. The focus of financial statements is on major funds rather than reporting
funds by type. Each major fund is presented in a separate column. The only funds of the
Departments are enterprise funds. The accrual basis of accounting is generally followed as
revenues are from services which are susceptible to accrual and expenditures are recorded when
the liability is incurred. The Departments’ apply all applicable GASB pronouncements as well as
FASB pronouncements issued on or before November 30, 1989 unless those pronouncements
conflict with or contradict GASB pronouncements. ‘

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in proprietary fund financial statements to the extent that those standards
do not conflict with or contradict guidance of the Governmental Accounting Standards Board.
Governments also have the option of following subsequent private-sector guidance for their
business-type activities and enterprise funds, subject to this same limitation. The Departments
have elected not to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise fund are charges to customers for water
services. Operating expenses for the enterprise fund includes the cost of sales and services,
administrative expenses, and depreciation of capital assets. All revenues and expenses not
meeting this definition are reported as non-operating items.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Budgets an(_l Budgetary Accounting

Annual budgets are prepared and adopted by each of the City Councils on or before June 22 for

* the fiscal year commencing the following July 1, in accordance with State law. The operating

budget includes proposed expenditures and the proposed sources of financing for such
expenditures. Prior to June 22, a public hearing is conducted to obtain taxpayer input. Budgets
are adopted and control of budget appropriations is exercised, under State law, at the department
level. Budget amendments are required to increase expenditure budgets. The Water
Departments' Board of Trustees adopts or ratifies by resolution, the budgets passed by each City
Council.

. Budgets for the proprietary fund types are prepared using the accrual basis of accounting.

Encumbrahces

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable
appropriation, is not employed by the Water Departments.

Accounts Receivable

Accounts receivable consists solely of amounts due for water services provided. Management
does not consider an allowance for uncollectible accounts receivable necessary or material and;
therefore, no allowance has been recorded

Inventories

Inventories and supplies are considered immaterial and are not recorded.

Wages and Salaries

All employees are employed by Colorado City. The Water Departments reimburse Colorado City
for wages, payroll taxes and benefits.

Estimates

‘Generally accepted accounting principles require management to make estimates and assumptions

that affect assets and liabilities, contingent assets and liabilities, and revenues and expenditures.
Actual results could differ from those estimates.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Net Assets

Net assets is the difference between assets and liabilities. Net assets invested in capital assets, net
of related debt are capital assets, less accumulated depreciation and any outstanding debt related

© to the acquisition, construction or improvement of those assets. Net assets are reported as
restricted when there are legal limitations imposed on their use by the Departments’ legislation or
external restrictions by other governments, creditors or grantors.

Depreciable Fixed Assets

Fixed assets in the proprietary funds are carried at cost. Depreéiation is computed using the
straight-line method over the following estimated useful lives:

Distribution System 25 years
Automobiles and trucks 5 years
Office Furniture & Equipment 5-7 years

When assets are retired or otherwise disposed of, the cost and related accumulated depreciation
are removed from the accounts, and any resulting gain or loss is reflected in change in net assets
for the period. The cost of maintenance and repairs is charged to expense as incurred; significant
renewals and betterments are capitalized.

NOTE 2. Deposits and Investments

The State of Utah Money Management Council has the responsibility to advise the State
Treasurer about investment policies, promote measures and rules that will assist in strengthening
the banking and credit structure of the state and review the rules adopted under the authority of
the State of Utah Money Management Act that relate to the deposit and investment of public
funds.

The Water Departments’ follow the requirements of the Utah Money Management Act (Utah
code, Section 51, chapter 7) in handling its depository and investment transactions. The Act
requires the depositing of The Water Departments’ funds in qualified depositories. The Act
defines a qualified depository as any financial institution whose deposits are insured by an agency
of the Federal Government and which has been certified by the State Commissioner of Financial
Institutions as meeting the requirements of the Act and adhering to the rules of the Utah Money
Management Council.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

. NOTE 2. - Deposits and Investments, Continued

The Water Departments participate in Hildale City's Central Treasury. The City's Central Treasury
consists of the following at fiscal year end:

State Treasurer's Investment Pool 1,348,830
U.S. Bank ‘ 578,533
Wells Fargo Bank 160,933
Zions First National Bank 503,980
Less amounts transferred to Hildale and Colorado City Joint Utilities (2,197,696)
394,580
Colorado
Hildale City City Total
Equity in Central Treasury $ 161,184 $ 233,396 $ 394,580
Deposits
Custodial Credit Risk

For deposits this is the risk that in the event of a bank failure, the government’s deposit may not
be returned to it. Hildale City does not have a formal policy for custodial credit risk. As of June
30, 2006, $881,818 of the Hildale City’s central treasury’s bank balance of $1,181,818 was

exposed to custodial credit risk because it was uninsured and collateralized.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 2. Deposits and Investments, Continued

Investments

The Money Management Act defines the types of securities authorized as an appropriate
investment for the The Water Departments’ and the conditions for making investment
transactions. Investment transactions may be conducted only through qualified depositories,
certified dealers, or directly with issuers of the investment securities.

Statutes authorize the The Water Departments’ to invest in negotiable or nonnegotiable deposits
of qualified depositories and permitted negotiable depositories; repurchase and reverse repurchase
agreements; commercial paper that is classified as “first tier’ by two nationally recognized
statistical rating organizations, one of which must be Moody’s Investor Services or Standard &
Poor’s, bankers’ acceptances; obligations of the United States Treasury including bills, notes, and
bonds; bonds, notes, and other evidence of indebtedness of political subdivisions of the State;
fixed rate corporate obligations and variable rate securities rated “A” or higher, or the equivalent
of “A” or higher, by two nationally recognized statistical rating organizations; shares or
certificates in a money market mutual fund as defined in the Act; and the Utah State Public
Treasurer’s Investment Fund

The Utah State Treasurer’s Office operates the Public Treasurer’s Investment Fund (PTIF). The
PTTF is available for investment of funds administered by any Utah public treasurer.

The PTTF is not registered with the SEC as an investment company. The PTIF is authorized and
regulated by the Money Management Act, Section 51-7, Utah Code Annotated, 1953, as
amended. The Act established the Money Management Council which oversees the activities of
the State Treasurer and the PTIF and details the types of authorized investments. Deposits in the
PTTF are not insured or otherwise guaranteed by the State of Utah, and participants share
proportionally in any realized gain or losses on investments. Financial statements for the PTIF

- funds can be obtained by contacting the Utah State Treasurer’s office.

The PTIF operates and reports to participants on an amortized cost basis. The income, gains, and
losses — net of administration fees, of the PTIF are allocated based upon the participant’s average
daily balance. The fair value of the PTIF investment pool is approximately equal to the value of
the pool shares.
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 2. Deposits and Investments, Continued

As of June 30, 2006 the government had the following investments and maturities:

Investments Maturities (in Years)

Fair Less More
Investment Type Value than 1 1-5 . 6-10 than 10
State of Utah Public Treasurer's
Investement Fund $1,348830  $1,348830 $ - $ - $ -
Total Fair Value $1,348,830 $1348.830 $ - $ - 8 -

Interest rate risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The Water Departments’ policy for managing its exposure to fair value loss arising
from increasing interest rates is to comply with the State’s Money Management Act. Section 51-
7-11 of the Act requires that the remaining term to maturity of investments may not exceed the
period of availability of the funds to be invested.

Credit risk'

- Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its

obligations. The Water Departments’ policy for reducing exposure to credit risk is to comply
with the State’s Money Management Act.

At June 30, 2006 Hildale City had the following investments and quality ratings:

Quality Ratings

Fair
Investment Type Value AAA AA A Unrated
State of Utah Public Treasurer's
Investement Fund $1.348,830 $ - $ - - $1,348,830
Total Fair Value - $1,348,830 $ - $ - 3 - $1,348,830
16




WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 3. Capital Assets

The following table summarizes the changes to capital assets during the year ended June 30, 2006:

Balance Balance
Hildale City: ' 6/30/2005 Additions Deletions 6/30/2006
Capital assets not being depreciated:
Land and Jand easements $ - $ - $ - $ -
Total capital assets, not being depreciated - - - -
Capital assets being depreciated
Office equipment - 1,144 - - 1,144
"Automobiles and trucks 12,897 - - 12,897
Water distribution system 184,228 - - 184,228
System equipment 37,985 - - 37,985
Total capital assets, being depreciated 236,254 - - 236,254
Less accumulated depreciation for: - ‘
Office equipment 837) (51) - (888)
Automobiles and trucks (12,069) (827) - (12,896)
Water distribution system 46442) (7,369) - (53,811)
System equipment ‘ o (34,337) (2,818) - (37,155)
Total accumulated depreciation (93,685) (11,065) - (104,750)
Total capital assets, being depreciated, net 142,569 (11,065) - 131,504
Hildale City activities capital assets, net $ 142569 $ (11065 $ - $ 131,504

17




WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE3. Capital Assets, Continued

The following table summarizes the changes to capital assets during the year ended June 30, 2006:

Colorado City:
Capital assets not being depreciated:
Land and land easements '
Total capital assets, not being depreciated

Capital assets being depreciated
Office equipment
Automobiles and trucks
Water distribution system
System Equipment
Total capital assets, being depreciated
Less accumulated depreciation for:
Office equipment
Automobiles and trucks
Water distribution system
System equipment
Total accumulated depreciation
Total capital assets, being depreciated, net
Colorado City activities capital assets, net

Balance Balance
6/30/2005 Additions Deletions 6/30/2006
$ - $ - $ - $ -

2,634 - - _ 2,634
26,184 - - 26,184
899,142 - - 899,142
75,277 - - 75,277
1,003,237 - - 1,003,237
(1,713) (253) - (1,966)
(24,505) (1679) - (26,184)
(240,174) (35,966) - (276,140)
(68,776) (5,528) - (74,304)
(335,168) (43426) - (378,594)
668,069 (43,4206) . - 624,643
$ 668,069 $ (43426) $ - $ 624643
18



WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 4. Long-Term Debt

The following is a summary of changes in long-term debt for the year ended June 30, 2006:

Balance Balance Current

6/30/2005  Additions  Retirements 6/30/2006 - Portion

Notes payable $170,805 $§ - $10,178 $160,627 $ 10,699
Total Long-term debt $170,805 $ - $ 10,178 $160,627 $ 10,699

Long term debt consists of the following at June 30, 2006:

Colorado
City Total

$ 104,408 $ 160,627

104,408 160,627
(6,954) (10,699)

Hildale
Notes Payable City

Note Payable to Twin City Water Authority

bearing interest at 5.00 percent, due in monthly

principal and interest installments of $1,583

maturing June 26, 2018. $ 56219
Total Long Term Debt 56,219
Less Current Portion: ‘ (3,745)
Net Long Term Debt $ 52474

$ 97454 $ 149928
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 4. Long-Term Debt, Continued

Maturities of Notes Payable are as follows:

Year Ended Hildale City Colorado City Total
June 30, Principal Interest Principal Interest Principal Interest
I 2007 - $ 3,745 $ 2,904 $ 6,954 $ 5,393 $ 10,699 $ 8297
2008 3,936 2,712 7,310 5,037 11,246 7,749
l 2009 4,138 : 2511 7,684 4,663 11,822 7,174
' 2010 4,349 2,299 8,077 4,270 12,426 6,569
l 2011 ' 4,572 2077 8,490 3,857 13,062 5.934
2012-2016 26,616 6,627 49,429 12,308 76,045 18,935
2017-2018 8,863 4210 16,464 7,818 25,327 12,028
l Total $ 56219 $ 23340 $ 104,408 $ 43,346 $ 160,627 $ 66,686
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WATER DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 5. Commitments

The Water Departments have entered into an agreement with Twin City Water Works for the
maintenance of the water distribution system. Twin City Water Works provides for all of the
repairs and routine maintenance of the system and bills the Water Departments monthly based on
hourly rates for labor and equipment use as provided in the agreement. The agreement is for a
term of two years beginning April 1, 1996, with an automatic one year extension unless canceled
in writing by either party.

NOTE 6. Board of Trustees, Mayors and Councils

The Board of Trustees consists of seven trustees, three appointed by the Mayor and Council of
Hildale City, three appointed by the Mayor and Council of Colorado City, and one appointed by a
joint designation of both cities. Each trustee is entitled to one vote.

The Hildale City council consists of a mayor and five council members. The Colorado City
council consists of a mayor and six council members.

NOTE 7. Risk Management

Risk Management

The Departments are exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disaster. The
Departments maintain insurance for the water distribution systems through Hildale City and
Colorado City’s insurance policies which are held through the Utah Local Government Trust and
Arizona Municipal Risk Retention Pools. All employees are employed by Colorado City and
covered by Colorado City’s insurance policy.
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- HlNTON BURDICK HALL & SPILKER PLLC .

CPAS & ADVISORS.

" Compliance and Other 'Matters :

MEMBERS: -

' - _ " Kris J. BRAUNBERGER
Independent Auditors’ Report on Internal Control over o DEAN. R, BURDICK
Flnanclal Reportlng and on Compllance and Other Matters ' - . RoBERT 8. Cox
" Based on an Audit of Financial Statements ‘ BRENT R. HaLL

Performed in Accordance with Government Auditing Standards =~ - ENNETH A Hinton
. . ‘ Morris J. PEacock

MigHAEL K. SPILKER

L * MaRK E, TICHENOR
Executive Drrector and

. Members of the Board of Trustees of
o Water Departments of Hrldale/Colorado Crty

We have 'audited_the'basie ﬁnancial statements of the Water Departments of Hildale/Colorado City (t_he

Water Departments) as of and for the year ended June 30, 2006, and have issued our report thereon dated

‘August 25, 2006. We conducted our audit in accordance with auditing standards generally accepted in the

United States of America and the standards applicable to financial audits contamed in Government Audztzng

‘Standards issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and-performing our audit, we considered the Water Departments' internal control over financial -

reporting in order to determine our auditing procedures for the purpose of expressing our opinion‘ on the -
financial statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters inthe
internal control over ﬁnancral reporting that might be material weaknesses. A material weakness is a ‘
reportable condition in which the design or operation of one or more of the internal control components does

not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts that would

be material in relation to the financial statements being audited may occur and not be detected withina =

'timely penod by. employees in the normal course of performing their assigned functions. We notedno

matters mvolvmg the 1ntema1 control over financial reporting and its operation that we consider to be
material weaknesses However we noted other matters involving the internal control over financial -
reporting, which we have reported to the management of the Water Departments ina separate letter dated
August 25, 2006

" As part of obtaining reasonable assurance about whéther the Water Departments ﬁnancial statements are free

of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the . .
determination of financial statement amounts. However, provrdmg an opinion on comphance with those

provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The .

results of our tests disclosed no 1nstances of noncompllance that are requlred to be reported under

Government Audztzng Standards

¢
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However, we noted certain immaterial instances of noncomphance which we have reported to the ,
. management of the Water Departments ina separate letter dated August 25 2006

. This, report is 1ntended solely for the mformatlon and use of the mayors, councils, power board management,
* . and various federal and state agencies and is not 1ntended to be and should not be used by anyone other than
. these specrfred partres However this report is a matter of pubhc record and its distribution is not llmlted

//,.z,Mé bt ;5-%—» /Agc, |

‘ ,H]NTON BURDICK HALL & SPILKER PLLC
.August 25 2006 L
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HINTON BURDICK HALIL & SPILKER PLLC

CPAs & ADVISORS

‘MEMBERS:

Kris J. BRAUNBERGER
'DEAN R. BuRrDICK
ROBERT S. Cox

" BRENT R, HALL
KeNNETH A. HINTON
MorRis J. PEACOCK

Findings and Recommendations

MicHAEL K. SPILKER

R : © Mark E. TICHENOR
Executive Director and - -

- Members of the Board of Trustees of

Water Departments of Hildale/COlorado City

- During our audit of the funds of the Water Depattments of Hlldale/Colorado Clty (the Water

Departments) for fiscal year ended June 30, 2006, we noted that management has made improvements to

~ the accounting and budgeting system and we wish to commend management and the board on their

achievements. However, we noted a few areas that need corrective action in order to be in compliance
with laws and regulations and we found a few circumstances that, if improved, would strengthen the

‘Water Departments accountmg system and control OVver its assets.

Since the Water Depanments accounting system is fully integrated with Hildale City’s accounting
system, we have included all of our findings and recommendations in the Hlldale C1ty management letter .
whlch w111 be made avallable to each participating board.

It has. been a pleasure to be of service to the Water Departments this past year. We would like to express :

- special thanks to all those who assisted us so efficiently in this year's audit. We invite you to ask

questions of us throughout the year as you feel it necessary and we look forward to a contmued pleasant
professmnal relatlonshlp :

Smcerely,

/*LWMJ% Sric

HINTON, BURDICK, HALL & SPILKER, PLLC
August 25 2006
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. Ind'ep‘en'dent _Auditors’ Reportonthe . - .. . . Memeers: _
Basic Financial Statements - ' ' KRIS J. BRAUNBERGER
’ DEAN R. BuRrbick -
ROBERT S. Cox
BRENT R. HALL
" KENNETH A. HINTON
MoRRIS J'., Peacock

E_xecutive Director and .'
Members of the Board of Trustees of
Gas Departments of H1ldale/Colorado Clty

MicHAEL K. SPILKER .
‘ 'MARK E. TICHENOR
We have aud1ted the accompanymg financial statements for the Gas Departments of Hlldale Utah ‘and Colorado
City, Arizona as of June 30, 2006, as listed in the table of contents. These basic financial statements are the
respon51b1hty of the Departments management. Our respons1b111ty is to express an op1n1on on these financial
statements. based on our audit.

We: conducted our audlt in accordance with auditing standards generally accepted in the United States of Amerlca '
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the -
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain.
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, ev1dence supporting the amounts and disclosures in the financial statements.. An audit

“alsoincludes assessmg the accounting principles used and significant estimates made by management, as well as

evaluatmg the overall ﬁnanc1al statement presentation. We believe that our audit provides a reasonable basis for
our opmlon -

‘In our oplmon the ba51c financial statements referred to above present falrly, in all matenal respects the ﬁnancral

posrtlon of the Gas Departments as of June 30, 2006 and the results of its operations and its cash flows for the
year then ended in conforrmty with accountmg pr1nc1ples generally accepted in the United States of Amerlca

In accordance w1th Govemment Audztmg Standards, we have also issued a report dated. August 25, 2006 on our

consideration of the Gas Departments internal control over financial reporting and on our tests of its compliance -
with certain provisions of laws and regulations. The purpose of the report is to describe the scope of our testing of

" internal control over financial reporting and compliance .and the results of that testlng, and not to provide an

opinion on the intémal control over financial reporting or on compliance. Those reports are an integral part of an

audit performed in accordance. w1th Government Auditing Standards and should be read in conJunctlon w1th thls
report in cons1der1ng the results of our audit.

'The Management s D1scuss1on and Analy51s 1nformat10n is not a requlred part of the basic ﬁnanc1al statements o

but is supplementary information required by the Government Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentatlon of the supplementary 1nformatron ‘However, we d1d not audit the 1nformat10n and -
express no opinion on it. ‘ - ‘

A/A,-z‘g«,u A/M 5'% /444

HINTON BURDICK HALL & SPILKER PLLC
August 25, 2006 ‘ :
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GAS DEPARTMENTS
MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Gas Departments, we offer readers of the Departments’ financial statements this
narrative overview and analysis of the financial activities of the Departments for the fiscal year ended
June 30, 2005. Please read it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

Total assets exceed total liabilities (net assets) by $592,408 at the close of the fiscal year.

Total net assets increased by $115,694. ‘

Total operating revenues increased from $772,762 in fiscal year 2005 to $995,877 in fiscal year 2006.
Total operating expenses for fiscal year 2006 were $882,099.

At the end of the current fiscal year, unreserved net assets for the Departments were $272,739.

OVERVIEW OF THE FINANCIAL STATEMENTS
The basic financial statements of the Gas Departments (a business-type activity) consist of the following:

Statement of Net Assets — Presents information on all of the Gas Departments’ assets and liabilities, with
the difference reported as “Total Net Assets.” The total net assets, when viewed over time, will track the
Departments’ financial position.

Statement of Revenues, Expense, and Changes in Net Assets - Presents information regarding the
change in the Departments’ net assets during the year. The Departments use the accrual basis of
accounting in which revenues and expenditures are recognized when eamed and incurred. Thus, revenues
and expenditures are reported in these statements for items that will affect future cash flows.

Statement of Cash Flows — Presents net cash flows for operating activities, invésting activities, and
capital and related financing activities. It also includes the net cash increase for the period, cash at the
beginning of the period and cash at the end of the period.

FINANCIAL ANALYSIS

Condensed financial information derived from the basic financial statements is presented below followed
by a brief narrative on selected items. )



GAS DEPARTMENTS

State me.nt of Net Assets (Condensed)

6/30/2005 6/30/2006
Current Assets _ ‘ ' $ 266,369 $ 395,561
Noncurrent Assets ‘ 356,881 337,253
Total Assets 623,250 732,814
Current Liabilities 120,748 122,822
Long-Term Liabilities 25,788 17,584
Total Liabilities 146,536 140,406
Total Net Assets ' $ 476714 $ 592408

Statement of Revenues, Expenses and Changes in Net Assets (Condensed)

, : 6/30/2005 6/30/2006
Total Operating Revenues $ 772,762 $ 995,877
Total Operating Expenses ' 696,007 882,099
Operating Income/(Loss) ' 76,755 113,778
 Non-Operating Revenues/(Expenses) 69,741 1,916
Change in Net Assets $ 146,496 $ 115,694

Operating expenses this year were $882,099 as shown above. Operating revenues were $995,877.
Operating income as a percentage of operating revenues increased by 1% from the prior year.

The Gas Departments provide propane and natural gas distribution to customers. The Departments’ net
cost (total cost less revenues generated by the activities) is presented in the statement of revenues,
expenses and changes in net assets. During the fiscal year ended June 30, 2006 net assets increased by
$115,694.

A comparison of the operating revenues and operating expenses for the current and prior year is
presented below:



GAS DEPARTMENTS' REVENUE BY SOURCE (Combined)
Year ended June 30, 2005 and 2006

6/30/2005 6/30/2006
REVENUES:
Charges for services $746,604 $970,296
Penalties and interest 14,976 18,285
Other revenues 11,182 7,296
Total Revenues $772.762 $995,877

Revenues by Source - Current Year

Penalties and interest
2%

Charges for services
97%

Other revenues
1%




GAS DEPARTMENTS' OPERATING EXPENSES (Combined)
Year ended June 30, 2005 and 2006

‘ 6/30/2005 6/30/2006
OPERATING EXPENSES:
Contract wages and benefit $ 42492 $ 43,494
Office expenses & travel 7,559 1526
Repairs & maintenance ‘ 42,754 26,243
Insurance 1,064 3,220
Legal & professional fees 13,047 - 38,000
Wholesale gas purchases - 548,810 722,049
Wholesale gas transportation costs 18,523 17,284
Rent ' 4,005 4,857
Depreciation / amortization 17,753 25426
~ Total Operating Expenses $ 696,007 $882,099

Ope‘rating Expenses - Current Year
Rent  pepreciation /

1% amortization Contract wages and
3% benefit
- 5%
Office expenses &
travel

0%

Wholesale gas
transportation costs
2%

Repairs &
maintenance
3%

Insurance
0% .

Legal & professional

Wholesale gas fees
purchases 4%
82%




CAPITAL ASSET AND DEBT ADMINISTRATION
Capitﬁl Assets

The capital assets of :the Departments are those assets that are used in performance of Departments’ functions
including vehicles, equipment, buildings and the gas distribution system. At the end of fiscal year 2006, net
capital assets of the Departments activities totaled $337,253.

Debt

At year-end, the Departments had $25,556 in long-term debt. During the current fiscal year, the Departments
total debt decreased by $7,674. (See notes to the financial statements for detailed descriptions.)

NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

In considering the Departments Budget for fiscal year 2006/2007, the Departments Board and management
were cautious as to the growth of revenues and expenditures. Overall operating expenditures were budgeted so
as to contain costs at approximately the same level as fiscal year 2005/2006. There are no large capital projects
anticipated for FY 2006/2007. '

CONTACTING THE DEPARTMENTS’ FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Departments finances for all those with
an interest in the government’s finances and to show the Departments accountability for the money it receives.
If you have questions about this report or need additional financial information, contact Jeremiah Barlow,
Treasurer, P.O. Box 840490, Hildale, Utah 84784.




GAS DEPARTMENTS

- Statement of Net Assets
June 30, 2006
Distribution Totals (Memorandum Only)
Hildale Colorado June 30, June 30,
City City 2006 2005
Assets
Current Assets:
Cash $188,957 $ 8356 $197,313 $ 104,804
Receivables 24,241 146,921 171,162 81,880
Receivables - Standard Fuel - 15,149 11,937 27,086 79,685
Internal balances - - - -
Total Current Assets 228,347 167214 395,561 266,369
Noncurrent assets:
Property and equipment 145,316 260,014 405,330 399,532
Accumulated depreciation (24,162) (43915 (68,077) (42,651)
Total Noncurrent assets 121,154 216,099 337,253 356,381
Total Assets $349,501 $383,313 $732,814 $ 623,250
Liabilities
Current Liabilities:
Accounts payable $ 24,033 $ 59,011 $ 83,044 $ 32520
Accrued liabilities _ 1,464 3,256 4,720 1,101
Standard Fuel payable 15,149 11,937 27,086 79,685
Capital lease payable - current portion 3,986 3,986 7,972 7,442
Total Current Liabilities 44,632 78,190 122,822 120,748
Long-Term Liabilities
Capital lease payable - net of current portion 8,792 8,792 17,584 25,788
Total Long-Term Liabilites © 8,792 8,792 17,584 25,788
Total Liabilities 53,424 86,982 140,406 146,536
Net Assets
Invested in capital assets, net of related debt 112,362 207,307 319,669 356,881
Unreserved 183,715 89,024 272,739 119,833
Total Net Assets $206,077  $296,331 $592,408 $ 476,714

The accompanying notes are an integral part of the financial statements.
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GAS DEPARTMENTS
Statement of Revenues, Expenses, and Changes in Net Assets
For the Year Ended June 30, 2006

Operating revenues
Charges for services
Penalties and interest

Other revenues

Total operating revenues

_ Operating expenses

Contract wages and benefit
Office expenses & travel

Repairs' & maintenance
Insurance

Legal & professional fees
Wholesale gas purchases
Wholesale gas transportation costs
Rent . '
Depreciation/amortization

Total'operat-ing expenses

Operating income
Non-operating revenues/(expenses)

Interest income

Interest expense and fiscal charges

Contributed capital

‘Total non-operating revenue (expense)

Change in net assets -

Total net assets, beginning of year

Total net assets, end of year

Distribution Totals (Memorandum Only) |
Hildale Colorado J une 30, - June 30,
City City 2006 2005
$327,669 $642,627 $970,296 $ 746,604
7,752 10,533 18,285 14976
3914 3,382 7,296 11,182
339,335 656,542 995,877 772,162
21,747 21,747 43,494 42492
938 588 1,526 7,559
11,962 14,281 . 26,243 42,754
2,897 323 3,220 1,064
19,000 19,000 38,000 13,047
205,267 516,782 722,049 548,810
17,284 - 17,284 18,523
2,178 2,679 4857 4,005
9,716 15,710 25,426 17,753
290,989 591,110 882,099 696,007
48,346 65432 113,778 76,755
1,278 3,124 4402 1,004
(1,243) (1243) (2,486) 9)
- - - 68,746
35 1,881 1,916 69,741
48,381 67,313 115,694 146,496
247,696 229,018 476,714 330,218
$296,077 $296,331 $592,408 $ 476,714

The accompanying notes are an integral part of the financial statements.
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GAS DEPARTMENTS
Statement of Cash Flows
For the Year Ended June 30, 2006

Distribution Totals (Memorandum Only)
Hildale Colorado June 30, June 30,
City City 2006 2005
Cash flows from operating activities: .
Cash received from customers, service fees $325325 $555,689 $881,014 $708,085
Cash received from customers, other 11,666 13915 25,581 26,158
Cash paid to suppliers _ (266,864) (535,666) (802,530) (661,839)
Cash received from Colorado City Gas 17,828 - 17,828 (4,125) .
Cash paid to Hildale City Gas . - (17,828) (17,828) 4,125
Cash flows from operating activities 87955 16,110 104,065 72404
Cash flows from capital and related financing activities:
Purchase of fixed assets - (5.798) (5,798) (78,180)
Principal paid on long-term debt (3.837) (3,837) (7,674 (21,872)
Interest paid : (1,243) (1,243) (2,486) )
Capital contributions - - - 68,746

Cash flows from capital and related financing activities (5,080) (10,878) (15,958) (31,315)

Cash flows from investing and other activities:

Interest on investments 1,278 3,124 4,402 1,004
Net increase (decrease) in cash and cash equivalents 84,153 ' 8,356 92,509 42,093
Cash and cash equivalents, beginning of year 104,804 - 104,804 62,711
Cash and cash equivalents, end of year $ 188,957 $ 8356 $197,313 $104,804

Reconciliation of operating income to net cash flows
from operating activities:
Net operating income $ 48346 $ 65432 $113,778 $ 76,755
Adjustments to reconcile operating income to
net cash provided by operating activities:

Depreciation/amortization 9,716 15,710 25,426 17,753
Changes in operating assets and liabilities:
(Increase)/Decrease in receivables (2344) (86,938) (89,282) (38,519)
(Increase)/Decrease in Standard Fuel receivables 26,128 26471 52,599 (20,845)
(Increase)/Decrease in due from other funds 17,828 - 17,828 4,125)
Increase/(Decrease) in accounts payable 14,046 35979 50,025 16,740
Increase/(Decrease) in accrued liabilities 363 3,755 4,118 (325)
Increase/(Decrease) in Standard Fuel payable (26,128) (26471) (52,599) 20,845
Increase/(Decrease) in due to other funds - (17,828) (17,828) 4,125
Cash flows from operating activities $ 87955 $ 16,110 $ 104,065 $ 72404

Supplementary Schedule of Non-cash Investing and Financing A ctivities

Purchase of fixed assets with capital kease $ - $ - $ $ 33230

The accompanying notes are an integral part of the financial statements.
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE1l. - Summary of Significant Accounting Policies

General

The Gas Distribution Systems, Operations and Maintenance Agreement has not yet been formed
by the Town of Colorado City, Arizona and Hildale City, Utah. The Town of Colorado City,
Arizona, pursuant to the provisions of Title 11, Chapter 7, Article 3, Arizona Revised Statutes, as
amended (the “Arizona Joint Exercise of Powers Act”) and the City of Hildale, Utah, pursuant to
the provisions of Title 11, Chapter 13, Utah Code Annotated 1953, as amended (the “Utah
Interlocal Co-operation Act”) intend to enter into the “Inter-Governmental Agreement.”

Each City has acquired its own gas system which is independently owned and financed and
reflected in the funds of the Gas Departments. Each City’s ownership percentage in the Gas
Departments was calculated based upon their population, footage of pipe, number of service
connections, and value of distribution system within each City’s boundary. Common operating

- expenditures are allocated based on actual revenues billed to each City’s customers.

. The “Gas Board” consists of seven members, three appointed by the Mayor and Council of

Hildale City and four members appointed by the Mayor and Council of Colorado City. Each
member is entitled to one vote. Budgeting and financing is done by the “Gas Board” and is
ratified by each City’s council.

Reporting Entity

In evaluating how to define the Gas Departments, for financial reporting purposes, management
has considered all potential component units. The decision to include a potential component unit
in the reporting entity is made by applying the criteria set forth in generally accepted accounting
principles (GAAP). The basic, but not the only, criterion for including a potential component unit
within the reporting entity is the governing body's ability to exercise oversight responsibility.

The most significant manifestation of this ability is financial interdependency. Other
manifestations of the ability to exercise oversight responsibility include, but are not limited to, the
selection of governing authority, the designation of management, the ability to significantly
influence operations and accountability for fiscal matters. The other criterion used to evaluate

© potential component units for inclusion or exclusion from the reporting entity is the existence of

special financing relationships, regardless of whether the Gas Departments are able to exercise
oversight responsibilities. Based upon the application of these criteria, there are no separate

. component units combined to form the reporting entity.

The accompanying financial statements include all activities of the Gas Departments.

10



GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Basis of Presentation and Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a fiscal and
accounting entity with a self-balancing set of accounts, which are segregated for the purpose of
carrying on specific activities or attaining certain objectives in accordance with special regulations,
restrictions or limitations. The Department’s only fund is an enterprise fund.

Fund financial statements report detailed information about the Hildale City and Colorado City Gas
Departments. The focus of financial statements is on major funds rather than reporting funds by type.
Each major fund is presented in a separate column. The only funds of the Departments are enterprise
funds. The accrual basis of accounting is generally followed as revenues are from services which are
susceptible to accrual and expenditures are recorded when the liability is incurred. The Departments
apply all applicable GASB pronouncements as well as FASB pronouncements issued on or before
November 30, 1989 unless those pronouncements conflict with or contradict GASB pronouncements.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same limitation.
The Departments have elected not to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise fund are charges to customers for gas services.
Operating expenses for the enterprise fund includes the cost of sales and services, administrative
expenses, and depreciation of capital assets. All revenues and expenses not meetmg this
definition are reported as non-operating items.

11




GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Memorandum Totals

The columns on the Statements are captioned "memorandum only" to indicate that they are
presented only to facilitate financial analysis. Data in these columns do not present financial
position, results of operations, or cash flows in conformity with generally accepted
accounting principles. Neither is such data comparable to a consolidation. Interfund
eliminations have not been made in the aggregation of this data.

Budgets and Budgetary Accounting

Annual budgets are prepared and adopted by each of the City Councils on or before June 22 for the
fiscal year commencing the following July 1, in accordance with State law. The operating budget
includes proposed expenditures and the proposed sources of financing for such expenditures. Prior
to June 22, a public hearing is conducted to obtain taxpayer input. Budgets are adopted and
control of budget appropriations is exercised, under State law, at the department level. Budget
amendments are required to increase expenditure budgets. The Gas Departments' Board of
Trustees adopts or ratifies by resolution, the budgets passed by each City Council.

Budgets for the proprietary fund types are prepared using the accrual basis of accounting.
Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable

approprlauon is not employed by the Gas Departments.

Accounts Receivable

- Accounts receivable consists solely of amounts due for gas services provided. Management does

not consider an allowance for uncollectible accounts receivable necessary or material, and;

" therefore, no allowance has been recorded.

Inventories

Inventories and supplies are considered immaterial and are not recorded.

Estimates

Generally accepted accounting principles require management to make estimates and

assumptions that affect assets and liabilities, contingent assets and liabilities, and revenues and
expenditures. Actual results could differ from those estimates.

12




GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies, Continued

Net Assets

Net assets are the difference between assets and liabilities. Net assets invest in capital assets, net
of related debt are capital assets, less accumulated depreciation and any outstanding debt related
to the acquisition, construction or improvement of those assets. Net assets are reported as
restricted when there are legal limitations imposed on their use by legislation or external
restrictions by other governments, creditors or grantors.

Depreciable Fixed Assets

Fixed assets in the proprietary funds are carried at cost. Depreciation is computed using the
straight-line method over the following estimated useful lives:

Equipment , 7 years
Distribution System 25 years

When assets are retired or otherwise disposed of,, the cost and related accumulated depreciation
are removed from the accounts, and any resulting gain or loss is reflected in change in net assets
for the period. The cost of maintenance and repairs is charged to expense as incurred; significant
renewals and betterments are capitalized.

NOTE 2. Deposits and Investments

The State of Utah Money Management Council has the responsibility to advise the State
Treasurer about investment policies, promote measures and rules that will assist in strengthening
the banking and credit structure of the state and review the rules adopted under the authority of
the State of Utah Money Management Act that relate to the deposit and investment of public
funds.

The Gas Departments’ follow the requirements of the Utah Money Management Act (Utah code,
Section 51, chapter 7) in handling its depository and investment transactions. The Act requires
the depositing of The Gas Departments’ funds in qualified depositories. The Act defines a
qualified depository as any financial institution whose deposits are insured by an agency of the
Federal Government and which has been certified by the State Commissioner of Financial
Institutions as meetirig the requirements of the Act and adhering to the rules of the Utah Money
Management Council.

13




GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 2. Depbsits and Investments, Continued

The Gas Departments participate in Hildale City's Central Treésury. The City's Central

Treasury consists of the following at fiscal year end:

State Treasurer's Investment Pool 1,348,830
U.S. Bank 578,533
Wells Fargo Bank 160,933
Zions First National Bank 503,980
Less amounts transferred to Hildale City and other Joint Utilities (2,394,963)
$ 197,313
Colorado
Cash By Fund Hildale City City Total
Equity in Central Treasury $ 188,957 $ 8,356 $ 197,313

~ Deposits

Custodial Credit Risk

For déposits this is the risk that in the event of a bank failure, the government’s deposit may not be
returned to it. Hildale City does not have a formal policy for custodial credit risk. As of June 30,
2006, $881,818 of the Hildale City’s central treasury’s bank balance of $1,181,818 was exposed to

custodial credit risk because it was uninsured and collateralized.

14




GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 2. Deposits and Investments, Continued

Investments

The Money Management Act defines the types of securities authorized as an appropriate investment
for the The Gas Departments’ and the conditions for making investment transactions. Investment
transactions may be conducted only through qualified depositories, certified dealers, or directly with
issuers of the investment securities.

Statutes authorize the The Gas Departments’ to invest in negotiable or nonnegotiable deposits of

* qualified depositories and permitted negotiable depositories; repurchase and reverse repurchase
agreements; commercial paper that is classified as “first tier” by two nationally recognized statistical
rating organizations, one of which must be Moody’s Investor Services or Standard & Poor’s, bankers’
acceptances; obligations of the United States Treasury including bills, notes, and bonds; bonds, notes,
and other evidence of indebtedness of political subdivisions of the State; fixed rate corporate
obligations and variable rate securities rated “A” or higher, or the equivalent of “A” or higher, by two
nationally recognized statistical rating organizations; shares or certificates in 2 money market mutual
fund as defined in the Act; and the Utah State Public Treasurer’s Investment Fund

The Utah State Treasurer’s Office operaies the Public Treasurer’s Investment Fund (PTIF). The PTIF
is available for investment of funds administered by any Utah public treasurer.

The PTIF is not registered with the SEC as an investment company. The PTIF is authorized and
regulated by the Money Management Act, Section 51-7, Utah Code Annotated, 1953, as amended.
The Act established the Money Management Council which oversees the activities of the State
Treasurer and the PTIF and details the types of authorized investments. Deposits in the PTIF are not
insured or otherwise guaranteed by the State of Utah, and participants share proportionally in any
realized gain or losses on investments. Financial statements for the PTIF funds can be obtained by
contacting the Utah State Treasurer’s office.

The PTIF operates and reports to participants on an amortized cost basis. The income, gains, and
losses — net of administration fees, of the PTIF are allocated based upon the participant’s average daily
balance. - The fair value of the PTIF investment pool is approximately equal to the value of the pool
shares.

15




GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 2. Deposits and Investments, Continued

As of June 30, 2006 the government had the following investments and maturities:

Investments Maturities (in Years)

. Fair Less More
Investment Type Value than 1 1-5 6-10 than 10
State of Utah Public Treasurer’s ‘
Investerment Fund $1,348,830 $ 1,348,830_ $ -3 - $ -
Total Fair Value $1,348830  $1348830 §$ 5 - § -

Interest rate risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an

~ investment. The Gas Departments’ policy for managing its exposure to fair value loss arising

from increasing interest rates is to comply with the State’s Money Management Act. Section 51-
7-11 of the Act requires that the remaining term to maturity of investments may not exceed the
period of availability of the funds to be invested.

Credit risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The Gas Departments’ policy for reducing exposure to credit risk is to comply with

the State’s Money Management Act.

At June 30, 2006 Hildale City had the following investments and quality ratings:

Quality Ratings
Fair
Investment Type Value AAA AA A Unrated
State of Utah Public Treasurer's
Investerment Fund $1,348,830 $ - $ - $ - $1,348,830
Total Fair Value $1,348830 $ - $ - § - $1,348,830
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 3. Capital Assets

The following table summarizes the changes to capital assets during the year ended June 30, 2006:

: Balance Balance
Hildale City: 6/30/2005 Additions Deletions 6/30/2006

Capital assets not being depreciated:
Land and land easements $ - $ - $ - $ -

Total capital assets not being depreciated - - - -

Capital assets being depreciated:

System equipment 23,742 - - 23,742
Distribution system , 103,160 - - 103,160
Machinery & Equipment 1,798 - - 1,798
Automobikes & Trucks 16,615 - - 16,615

Total capital assets being depreciated - 145,315 - . - 145,315

Less accumulated depreciation for:

System equipment _ ' : (2,344) eon - (4251
Distribution system - (11,496) (4,126) - (15,622)
Machinery & Equipment (329) (360) - (689)
Automobiks & Trucks (276) (3,323) - (3,599)
Total accumulated depreciation (14.,445) (9,716) - (24,161)
Total capitzil assets, being depreciated, net . 130,870 (9,716) - 121,154
Hildale City activities capital assets, net $ 130870 $ (9716) $ - $ 121154

17
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.GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006
NOTE 3. Capital Assets, Continued
Balance . Balance

Colorado City: 6/30/2005 Additions Deletions 6/30/2006
Capital assets not being depreciated:
Land and land easements $ - $ - $ - $ -

Total capital assets not being depreciated - - - -
Capital assets being depreciated:
System equipment 41,537 5,798 - 47335
Distribution system 196,064 - - 196,064
Automobiles & Trucks 16,615 - - 16,615

Total capital assets being depreciated 254,216 5,798 - 260,014
Less accumulated depreciation for:
System equipment (7.416) (4,545) - (11,961)
Distribution system (20,512) (7.842) - (28,354)
Automobiles & Trucks 277) (3.323) - (3,600)

Total accumulatc.d depreciation (28,205) (15,710) - (43915)

Total capital assets, being depreciated, net 226,011 (9912) - 216,099

Colorado City activities capital assets, net $ 226011 $ (9912) $ - $ 216,099
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 4. Long-Term Debt

The following table sunnharizes the changes to long term debt during the year ended June 30,

2006:
Balance ' Balance Current
6/30/2005 Additions Retirements 6/30/2006 Portion
Hildale City:
Capital lease payable $ 16615 $ - $ 3837 $ 12,778 $ 3,986
Total Hildale City 16,615 - 3,837 12,778 3,986

Colorado City: ‘
Capital lease payable 16,615 - 3,837 12,778 3,986 -

Total Colorado City 16,615 - 3,837 12,778 3,086
Total long-term debt $ 33230 $ - $ 7674 $ 25,556 $ 7972

Long-term debt at June 30, 2006 is comprised of the following issue:

Hildale Colorado

City Gity Total
Capital Lease Payable
Lease payable to GMAC in ﬁmﬂﬂy installments of $798
through June 2009 at an interest rate of 7.15%. $ 12778 $ 12778 $ 25556
Total long-term debt 12,778 12,778 25,556
Less current portion (3,986) (3,986) (1972)

Net long-term debt ' 5 872 $ 872 § 1754
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTEs. Capital Lease Payable

The Gas Departments entered into a lease agreement with GMAC for the purchase of a 2005
Chevrolet Utility Truck. Equipment capitalized under the lease amounts to $33,230.
Depreciation expense and accumulated depreciation on the capitalized lease is $6,647 and $7,199
respectively. The lease requires monthly payments of $798 through June 2009, including interest
of 7.15 percent.

The following is an annual schedule of future minimum lease payments with the present value of
the net minimum lease payments for the years ending June 30:

ending
June 30, Total

2007 9,576

2008 9,576

2009 9,576

Thereafter -

Total remaining lease payments 28,728
Less amount representing interest (3,172)

Present value of net remaining lease payments $ 25,556

NOTE 6. Board of Trustees, Mayors and Councils

The Board of Trustees consists of four members appointed by the Town of Colorado City and
three members appointed by Hildale City.

The Hildale City council consists of a mayor and five council members. The Colorado City
council consists of a mayor and six council members.
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GAS DEPARTMENTS
Notes to the Financial Statements
June 30, 2006

NOTE 7. Standard Fuel Accounts Receivable / Payable

Standard Fuel is currently installing the gas lines for both Colorado City and Hildale City
customers who request installation. Rather than billing the Customers directly, the Gas
Departments have agreed to bill each customer and remit the hook up fees to Standard Fuel upon
collection. Thus an amount titled “Receivable - Standard Fuel” has been included on the balance
sheet along with a corresponding “Standard Fuel Payable.”

NOTE 8. Risk Management

The Departments are exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disaster. The gas
distribution system for Hildale City is covered on Hildale City’s insurance policy through the
Utah Local Government Trust. The gas distribution system for Colorado City is covered on
Colorado City’s insurance policy through the Arizona Municipal Risk Retention Pool. All
employees are employed by Colorado City and covered by Colorado City’s insurance policy.
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MEeMBERS!

. o . . . .+ - KrisJ, _BliAUNBERGEa .
e Independent Auditors’ Report on Internal Control over =~ . . .::::R’:':‘::;C"‘
- Financial Reporting and on Compliance and Other Matters ' BRENT R, HaLL
Based on an Audit of Financial Statements . KENNETH A HinTON

Performed in Accordance with Government Auditing Standards o Morris J, Peacock
. MicHAEL K. SPILKER
o - ) . MARK E. TICHENOR
Executive Director and - '
Members of the Board of Trustees of
Gas Departments of H11dale/Colorado City

We have audrted the basic financial statements of the Gas Departments of Hlldale/Colorado Crty (the Gas
Departments) as of and for the year ended June 30, 2006, and have issued our report thereon dated August
25, 2006. We' conducted our audit in accordance with auditing standards generally accepted in the United
States. of America and the standards applicable to financial audits contained in Govemment ' Auditing

! _'Standards issued by the Comptroller General of the United States.

k :Intemal Control Over Financial Reporting

'-.In planmng and performmg our audit, we considered the Gas Departments' 1nternal control over financial

reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness is a -
reportable condition in which the design or operation of one or more of the internal control components

does not reduce to a relatrvely low level the risk that misstatements caused by error or fraud in amounts

that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We
noted no mattérs involving the internal control over financial reporting and its operation that we consider
to be mater1a1 weakresses. However, we noted other matters inivolving the internal control over financial
reporting, which we have reported to the management of the Gas Departments ina separate letter dated
August 25 2006 ‘ -

¢

‘ Comphance and Other Matters

. As part of obtammg reasonable assurance about whether the Gas Departments ﬁnancral statements are
- free of material misstatement, we performed tests of its compliance with certain provisions of laws,

regulatlons contracts, and grant agreements, noncomphance with which could have a direct and materral
effect on the determination of financial statement amounts. However, providing an opinion on
complrance with those provisions was not an ‘objective of our audit, and accordingly, we do not express -
such an opinion. The results of our tests drsclosed no instances of noncomplrance that are requrred to be

- reported under Government Audttmg Standards

5
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However we noted certain immaterial instances of noncomphance which we have reported to the
. management of the Gas Departments in a separate letter dated August 25, 2006.

..ThlS report is mtended solely for the information. and.use of the mayoers, councils, power board,

. management, : and various federal and state agencies and is not intended to be and should not be used by
- anyone other than these specxﬁed partxes However, thls report 1s a matter of pubhc record and its

. dlstrlbutlon is not limited.
%,uc,

A

‘ HINTON BURDICK HALL. & SPILKER PLLC

August 25,2006




)

OFEBSAM

TWIN CITY POWER JOINT MANAGEMENT,

- OPERATION AND MAINTENANCE AGREEMENT

(TWIN CITY POWER)
FINANCIAL STATEMENTS
YEAR ENDED JUNE 30 2006
S WITH REPORT OF

' CERTIFIED PUBLIC ACCOUNTANTS

@AVP% HINTONBURDICK
HINTON BURDICK HALL & SPILKER PLLC -

CPAs & ADVISORS




TWIN CITY POWER

Table of Contents
FINANCIAL SECTION
Report of Independent Certified Public AcCOuntants ..............cocoviiiiiiiiiiinn e 1
Management’s Discussion and Analysis .........ccceeveermeiimnemreenmromnensceniniee e ettt et s 3
Basic Fi_nar_lcial Statements:
Statement Of NEt ASSELS ....c.ccvivirieriiiiineni i bbb bbb e 8
Statement of Revenues, Expenses And Changes In Net ASSELS «.c.ocvvvveevicveistvsiieicsenesr e 9
Statement of Cash FIOWS.....cc.cooriiririreeei et s s e 10
Notes to the Basic Financial Statements ........c.ccoeceieeiiiiiiisnisissemnne e 11
Supplementary Schedules:
Supplementary Informatibn on Bond Requirements...........cc.corvninmirnnnnicsnenninssn e, 27

OTHER COMMUNICATIONS FROM INDEPENDENT AUDITORS
Report on Compliance with Federal Laws and Regulations and Internal Controls .............cccevviiimnecnennn, 29

Findings and Recommendations ...........c.ceecereeeerererninmincneennsicncricesseas v ereretear et et sn e erene 31



"HlNTON BURDICK
v HINTON BURDICK HALL & SPILKER PLLC

~ CPAs & ADVISORS

© . MEMBERS:

‘Independent Auditors’ Report

- I -’ o . ) BRENT R. HALL
Executive Director and. .- | . . : o ‘ o o ) KENNETH A. HINTON

‘Members of the Board of o o o .' o MorRis J. PEACOCK
Twin C]ty Power ‘ A : . S . o S : MicHAEL K. SPILKER

MaRrk E TICHENOR

, "We have audlted the accompanyrng basic financial statements of Twin Clty Power Joint Management
. Operation and Maintenance Agreement (Twin City Power). as of June 30, 2006, and for the -year then

ended. : These ‘basic ﬁnanc1al statemerits are the responsrbllxty of Twin City Power's management. Our

: responsrbrhty 18 to express an opinion on these basic ﬁnancral statements based on our audlt o

‘We conducted our audlt in accordance with audltmg standards generally accepted in the Umted States of

~ America and the standards applicable to financial audits contained in Government Auditing Standards,
- issued by the Comptroller General of the United States. Those standards require that we plan and perform

" the audit to obtain reasonable assurance about whether the financial statements are free ‘of material

misstatement.. An audit includes. examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting prmcrples used

and significant estimates made by management, as well as evaluating the overall ﬁnancxal statement‘
presentatron We beheve that our audit provides a reasonable basis for our opmron

In our op1n10n  the baS1c ﬁnancml statements referred to above present farrly, in all matenal respects the
~ financial position of Twin City Power as of June 30, 2006, and the results of its operations and cash flows
for the year then ended in conformlty w1th accounting principles generally accepted in the Umted States

of Amerlca

In accordance w1th Government Audztzng Standards we have also 1ssued our report dated August 25 ‘

'."-2006 on our consideration of Twin City Power’s internal control structure.and on its compliance with = -
‘laws and regulatlons The purpose of that report is to.describe the scope of our testing of internal control -

‘over financial reportmg and compliance and the. results of that testing; and not to provide an opinion ofi |
‘the internal control over financial reporting or on compliance. That report is an 1ntegral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunctron with
this report in consrdermg the results of our audit. -

'Management s D1scussron and Analysis is not a requrred part of the basic ﬁnanc1al statements but is
supplementary 1nformat10n required by the Government Accountmg Standard Board. We have applied
certain limited procedures which consisted principally of i inquiries of management regardlng the methods

of measurement and presentatlon of the. supplementary mformatlon However -we " did not audlt the
1nformat10n and express no opmlon on it. : : :

_ The supplementary mformauon on bond requlrements is presented for purposes of additional analys1s and ‘

is not a required part of the audited financial statements of Twin City Power. Such information has been
subjected . to .the auditing procedures: applied in’ ‘the. audit of the basic financial statements and, in our -

"opinion, is fa1rly presented in all materlal respects in relatlon to the ba51c financial statements taken as a
- Wwhole. : ‘ S ~ ‘ o

[
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The accompanying financial statements have been prepared assuming that Twin City Power will continue

as a going concern. As discussed in notes 5, 8, 9, and 10 to the financial statements, Twin City Power,

under current conditions, is unable to operate the generatlon plant, sale wholesale - power to consumers, -

and ultimately make- payments on the outstandmg revenue bonds. "These conditions raise substantial
doubt about its ablhty to continue as a going concern:, Management s plans regarding these matters have

been déscribed in motes 5-and 12. - The ﬁnanc1a1 statements do not mclude any adjustments that mlght-

: result from the outcome of this uncertamty .
%WM £ i :’/u—.cﬁ;

: HINTON BURDICK HALL & SP]LKER PLLC
o l'August 25, 2006 L




TWIN CITY POWER

- MANAGEMENT"’S DISCUSSION AND ANALYSIS

As management of Twin City Power, we offer readers of these financial statements a narrative overview
and analysis of the financial activities of Twin City Power for the fiscal year ended June 30, 2006. Please
read it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

o Net assets were a deficit balance of ($1,956,098) as of June 30, 2006.

¢ Twin City power went from a positive change in net assets of $2,231,181 in fiscal year 2005 to a
negative change in net assets of ($1,924,538) in fiscal year 2006. A $2,950,000 gain from the sale of
a gas contract in fiscal year 2005 made up most of the difference.

e The generation fund also sold gas on the open market generating gross revenue of $113,046.
Twin City Power failed to make the required principal payments on its outstanding Electric Revenue
Bonds, Series 1995 and 1997 during the fiscal year. Total past due principal as of June 30, 2006 was
$1,155,000.

o The net revenue requirement for the fiscal year per the bond covenants is $3,804,614 which is 1.25
times the aggregate debt service for the forthcoming fiscal year. The actual net revenues were

$547,784 which yielded a shortfall of $3,256,830.
OVERVIEW OF THE FINANCIAL STATEMENTS
The basic financial statements of Twin City Power (a business-type activity) consist of the following:
Statement of Net Assets — Presents information on all of Twin City Power’s assets and liabilitieé, with
the difference reported as “Total Net Assets.” The total net assets, when viewed over time, will track

Twin City Power’s financial position.

Statement of Revenues, Expense, and Changes in Net Assets - Presents information regarding the
change in Twin City Power’s net assets during the year. Twin City Power uses the accrual basis of

accounting in which revenues and expenditures are recognized when earned and incurred. Thus, revenues

and expenditures are reported in these statements for items that will affect fuiture cash flows.
Statement of Cash Flows — Presents net cash flows for operating activities, investing activities, and
capital and related financing activities. It also includes the net cash increase for the period, cash at the
beginning of the period and cash at the end of the period.

FINANCIAL ANALYSIS

Condensed financial information derived from the basic financial statements is presented below followed
by a brief narrative on selected items.



POWER DEPARTMENTS

Statement of Net Assets (Condensed)

6/30/2005 6/30/2006

Current Assets - $ 3,379,249 $ 1,015,690
Noncurrent Assets _ = 18,615,801 19,490,044
Total Assets . ' 21,995,050 20,505,734
Current Liabilities | 13332655 - 4,212,876

- Noncurrent Liabilities . 18,660,000 18,215,000
Other Liabilities ‘ 33,956 33,956
Total Liabilities _ : 22,026,611 22.461,832

Total Net Assets ' - $  (31561) $ (1,956,098)

Statement of Revenues, Expenses and Changes in Net Assets (Condensed)‘

6/30/2005 6/30/2006
Total Operating Revenues ~$ 5,480,179 $ 7,600,053
Total Operating Expenses 4,785,181 8,139,199
Operating Income/(Loss) 694,998 (539,146)
Non-Operating Revenues/(Expenses) ' 1,536,183 (1,385,392)

Change in Net Assets $ 2,231,181 $ (1,924,538)

Operating income as a percentage of operating revenues decreased from 12.6% in fiscal year 2005 to
(8.8%) in fiscal year 2006. - o : :

Twin City Power provides electric generation and distribution to customers. Twin City Power’s net cost
(total cost less revenues generated by the activities) is presented in the statement of revenues, expenses
and changes in net assets. During fiscal year 2006, net assets decreased by $1,924,538.

A comparison of the operating revenues and operating expenses for the current and prior year is
presented below: '




POWER DEPARTMENTS REVENUE BY SOURCE (Combined)
Year ended June 30, 2005 and 2006

6/30/2005 6/30/2006

REVENUES:
Charges for services $ 3,129,792 $ 3,076,068
- Wholesale power sales - -
Wholesale power sales - HC, CC 122,917 4,204,007
Wholesale gas sales 2,159,166 113,046
Penalties and interest 60,502 49,748
Other revenues 7,802 157,184

.Total Revenues $ 5,480,179 $ 7,600,053

Revenues by Source - Current Year

Wholesale .gas sales
1%
“Wholesale power sales -
HC,CC
56%

Penalties and interest
1%

Other revenues
‘Wholesale power sales 2%

0%

Charges for services
40%



POWER DEPARTMENTS OPERATING EXPENSES (Combined)

Year ended June 30, 2005 and 2006

_ 6/30/2005 6/30/2006
OPERATING EXPENSES: ,
Contract wages & benefits - $ 306,592 $ 220,027
Office expenses & travel : 342711 . 39,131
Repairs & maintenance ' | 309,938 . 191,736
Rent : _ 21,402 20,217
Insurance | 147,188 137,538
Legal & professional fees : 292,806 282,809
Miscellaneous o 18,239 C 10,052
Purchased power 1,991,480 6,356,612
Natural gas purchases and transportation : 819,480 38,192
Fuel and oil ' 4,466 8,992
Water treatment : 18,679 3,797
Depreciation / amortization h 820,640 _ 830,096
Total Operating Expenses : $ 4785181 $ 8,139,199

Natural gas purchases and
transportation :
0% Fuel and oil
0%

Water treatment
0%

Depreciation / amortization
- 11%

Contract wages & benefits
3%

Operating Expenses - Current Year.

Purchased power
9% Office expenses & travel

0%
Repairs & maintenance

2%

Rent

0%
Insurance

2%

Legal & professional fees

Miscellaneous 3%

0%




- CAPITAL ASSET AND DEBT ADMINISTRATION

- Capital Assets

The capital assets of Twin City Power are those assets that are used in performance of Twin City Power’s
functions including vehicles, equipment, buildings, generation system, and the power distribution system. -
At the end of fiscal year 2006, net capital assets of the Departments activities totaled $12,832,787.

Debt .

At year-end, the Departments had $19,815,000 in long-term debt. (See notes to the financial statements
for detailed descriptions.) ‘

NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

In considering the Budget for fiscal year 2006/2007, the Power Board and management conservatively
projected revenues and expenditures keeping in mind that the future of Twin City Power is uncertain.
Overall operating expenditures were budgeted so as to contain costs at approximately the same level as
fiscal year 2005/2006. There are no large capital projects anticipated for FY 2006/2007.

CONTACTING THE DEPARTMENTS’ FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the Departments finances for all those
with an interest in the government’s finances and to show the Departments accountability for the money it
receives. If you have questions about this report or need additional financial information, contact
Jeremiah Barlow, Treasurer, P.O. Box 840490, Hildale, Utah 84784.



TWIN CITY POWER
Statement of Net Assets
Enterprise Funds
June 30, 2006
Distribution Generation Combined
Hildale Colorado Hildale Total
City City . City (Memorandum Only)
Assets '
Current Assets:
Cash $ - $ - 3 - 3 -
Receivables (net of allowance) 168,332 262,391 - 430,723
Internal balances (625,189) (1,786,178) 2,411,367 -
Due fromother governments 127,530 - - 127,530
Inventory 120,276 180,414 : - 300,690
Prepaid expenses 46,950 - 109,797 156,747
Total current assets (162,101) (1,343,373) 2,521,164 1,015,690
Noncurrent assets: '
Restricted cash - - 5,660,712 5,660,712
Property and equipment 1,079,326 2,292,237 17,028,692 20,400,255
Accumulated depreciation (443,871) (982,230) (6,141,367) (7,567,468)
Deferred charges - - 996,545 996,545
_ Total noncurrent assets 635,455 1,310,007 17,544,582 - - 19,490,044
Total Assets $ 473354 § (33366) $ 20,065,746 § 20,505,734
Liahilities
Current Liabilities: o
Accounts payable $ 23678 § 25103 $ 414764 $ 463,545
Accrued liabilities 8,127 - 316,297 324,424
Accrued interest - - 1,677,550 1,671,550
Customer deposits 39,318 92214 - 131,532
CCIA payable - . 15825 - 15,825
Current portion of bonds payable - - 1,600,000 1,600,000
Total current liabilities 71,123 133,142 4,008,611 4,212,876
Noncurrent liabilities: : o
_ Bonds payable - - 18,215,000 18,215,000
Total noncurrent liabilities - - 18,215,000 18,215,000
Other Liabilities: _
Deferred revenue 15,214 18,742 - 33,956
'Total Liabilities 86,337 151,884 22,223,611 22,461,832
Net Assets
Invested in capital assets, net of related debt 635,455 1,310,007 (8,927,675) (6,982,213)
Restricted for: '
Debt service - - 2,009,627 2,009,627
Renewal and replacement - - 750,000 750,000
Restructuring - - 3,712,399 3,712,390
Unrestricted (248,438) " (1,495,257) 297,784 (1,445911)
Total Net Assets $ (1,956,008)

387,017 § (185250) $ (2,157,865) §

The accompanying notes are an integral part of the financial statements.
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TWIN CITY POWER
Statement of Revenues, Expenses and Changes in Net Assets
Enterprise Funds

For the Year Ended June 30, 2006

Operating Revenues

Charges for services

Wholesale power sales - HC, CC
Wholesale gas sales

Penalties and interest

Other revenues

Total operating revenues

Operating expenses

Contract wages & benefits
Office expenses & travel
Repairs & maintenance

Rent

Insurance

Legal & professional fees
Miscellaneous

Purchased power :
Natural gas purchases and transportation
Fuel and oil

Water treatment -

Depreciation / amortization

Total operating éxpenses
Operating income/(loss)

Non-operating revenues/(expenses)

Interest income
Contributed capital
Interest expense and fiscal charges

Total non-operating revenue (expense)

Change in net assets
Total net assets, beginning of year

Total net assets, end of year

The accompanying notes are an integral part of the financial statements.

Distribution Generation. Combined
Hildale Colorado Hildale Total
City City City (Memorandum Only)
$ 1,255,594 $ 1,820,474 $ - $ 3,076,068
- - 4,204,007 4,204,007
- - 113,046 113,046
18,687 31,061 - 49,748
84,098 56,583 16,503 157,184
1,358,379 1,908,118 4,333,556 7,600,053
54,583 81,124 84,320 - 220,027
3,550 4,996 30,585 39,131
103,541 44,686 43,509 191,736
5,363 7,333 7,521 . 20,217
5,974 31,691 99,873 137,538
28,366 38,741 215,702 282,809
740 1,635 7,677 10,052
1,715,998 2,488,009 2,152,605 6,356,612 -
- - 38,192 38,192
- 5,757 3,235 8,992
- - 3,797 3,797
53,425 93,326 683,345 830,096
1,971,540 2,797,298 3,370,361 8,139,199
(613,161) (889,180) 963,195 (539,146)
13,651 17,217 178,860 209,728
12,218 30,564 - 42,782
- - (1,637,902) (1,637,902)
25,869 47,781 (1,459,042) (1,385,392)
(587,292) (841,399) (495,847) (1,924,538)
974,309 656,149 (1,662,018) (31,560)
$ 387,017 . § (185,250) $  (1,956,098)

9
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TWIN CITY POWER
Statement of Cash Flows
Enterprise Funds
For the Year Ended June 30, 2006

Then accompanying notes are an integral part of the financial statements

10

Distribution Generation Combined
Hildale Colorado Hildale Total -
City City City (Memorandum Only)
Cash flows from operating activities: ,‘ - .
Cash received from customers, service fees $ 1,210,329 . $ 1,814,020 $ 33,063 $ 3,057,412
Cash receipts from quasi-external operating transactions - : - 2,935,312 2,935,312
Cash received from customers, other 102,785 87,644 129,549 319,978
Cash paid to suppliers (150,596) (43,591) (2,642,600) (2_,836,787)
Cash payments for quasi-external operating transactions (1,145,555) (1,789,757) - (2,935,312)
Cash paid to employees (30,614) (85,533) (84,319) (200,466)
Cash flows from operating activities (13,651) (17,217) 371,005 340,137
Cash flows from capital and related
financing activities: ' )
Purchase of fixed assets (12,218) (30,564) (80,323) (123,105)
Interest paid - - (1,161,380) (1,161,380)
Capital contributions 12,218 30,564 - 42,782
Cash flows from capi_tal and related financing activities - ‘ - (1,241,703) (1,241,703)
Cash flows from investing and other activities:
Interest on investments 13,651 17,217 178,860 209,728
Cash flows from investing and other activities 13,651 17,217 178,860 ‘ 209,728
Net increase (decrease) in cash and cash equivalents - - (691,838) (691,838)
Cash and cash equivalents, beginning of year - - 6,352,550 6,352,550
Cash and cash equivalents, end of year . ) - $ - $ 5,660,712 $ 5,660,712
Reconciliation of operating income to cash flows
from operating activities: ‘
Net operating income/(loss) $ (613,161) $ (889,180) $ 963,195 $ (539,146)
Adjustments to reconcile operating income to
net cash provided by operating activities:
Depreciation/amortization 53,425 193,326 683,345 830,096
Noncash items included in operating income (loss) 46,227 69,340 - - 115,567
Changes in operating assets and liabilities: ' :
(Increase)/Decrease in receivables 9,544 (6,454) 33,063 36,153
(Increase)/Decrease in due from other governments (54,809) - - (54,809)
(Increase)/Decrease in inventory 11,335 17,002 - 28,337
(Increase)/Decrease in prepaids (43,660) - (35,332) (78,998)
Increase/(Decrease) in accounts payable (16,958) 4,906 (4,572) (16,624)
Increase/(Decrease) in accrued liabilities 23,969 (4,409) 1 19,561
Increase/(Decrease) due to / from other funds 570,443 698,252 (1,268,695) -
Cash flows from opertating activities $ (13,651 3« 17,217) $ 371,005 $ 340,137
Supplementary Schedule of Non-Cash Investing and Financing Activities:
Amortization of bond discounts to interest expense $ - $ - $ (36299 $

(36,299)




TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies

General

Twin City Power Joint Management, Operation and Maintenance Agreement (Twin City Power)
was formed on April 29, 1994 by the Town of Colorado City, Arizona and Hildale City, Utah (the
Cities). The Town of Colorado City, Arizona, pursuant to the provisions of Title 11, Chapter 7,
Article 3, Arizona Revised Statutes, as amended (the "Arizona Joint Exercise of Powers Act")
and the City of Hildale, Utah, pursuant to the provisions of Title 11, Chapter 13, Utah Code
Annotated 1953, as amended (the "Utah Interlocal Co-operation Act") entered into the "Electric
Distribution Systems Management Operation and Maintenance Agreement."

Each City has acquired its own electric system which is independently owned and financed and
reflected in the funds of Twin City Power. Each City's ownership percentage in Twin City Power
is based upon their original investments in their City's system and subsequent specific
contributions. Common operating revenues and expenditures are allocated on the basis of the
proportion that the annual energy sales to each City’s electric customers bears to the total annual
energy sales.

The "Power Board" consists of seven Members, three appointed by the Mayor and Council of

Hildale City and four Members appointed by the Mayor and Council of Colorado City. Each
Member is entitled to one vote. Budgeting and financing is done by the “Power Board” and

merely ratified by each City's Council. :

Reporting Entity

In evaluating how to define Twin City Power, for financial reporting purposes, management has
considered all potential component units. The decision to include a potential component unit in
the reporting entity is made by applying the criteria set forth in GAAP. The basic, but not the
only, criterion for including a potential component unit within the reporting entity is the
governing body's ability to exercise oversight responsibility. The most significant manifestation
of this ability is financial interdependency. Other manifestations of the ability to exercise
oversight responsibility include, but are not limited to, the selection of governing authority, the
designation of management, the ability to significantly influence operations and accountability for
fiscal matters. The other criterion used to evaluate potential component units for inclusion or
exclusion from the reporting entity is the existence of special financing relationships, regardless
of whether Twin City Power is able to exercise oversight responsibilities. Based upon the
application of these criteria, there are no separate component units combined to form the
reporting entity.

The accompanying financial statements include all activities of the Power Departments.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies (Continued)

Basis of Presentation and Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a fiscal
and accounting entity with a self-balancing set of accounts, which are segregated for the purpose
of carrying on specific activities or attaining certain objectives in accordance with special
regulations, restrictions or limitations. The Department’s only fund is an enterprise fund.

Fund financial statements report detailed information about the Hildale City and Colorado City
Power Departments. The focus of financial statements is on major funds rather than reporting
. funds by type. Each major fund is presented in a separate column. The only funds of the
Departments are enterprise funds. The accrual basis of accounting is generally followed as
revenues are from services which are susceptible to accrual and expenditures are recorded when
the liability is incurred. The Department applies all applicable GASB pronouncements as well as
FASB pronouncements issued on or before November 30, 1989 unless those pronouncements
conflict with or contradict GASB pronouncements.

~ Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally. are followed in both the government-wide and proprietary fund financial statements to
the extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. Twin City Power has elected not to follow subsequent private-sector guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise fund are charges to customers for electric
services. Operating expenses for the enterprise fund includes the cost of sales and services,
administrative expenses, and depreciation of capital assets. All revenues and expenses not
meeting this definition are reported as non-operating items.

Budgets and Budgetary Accounting

Annual budgets are prepared and adopted by each of the City Councils on or before June 22 for
the fiscal year commencing the following July 1, in'accordance with State law. The operating
budget includes proposed expenditures and the proposed sources of financing for such
expenditures. Prior to June 22, a public hearing is conducted to obtain taxpayer input. Budgets

are adopted and control of budget appropriations is exercised, under State law, at the department

level. Budget amendments are required to increase expenditure budgets. The Twin City Power
Board adopts or ratifies by resolution, the budgets passed by each City Council.

Budgets for the proprietary fund types are prepared using the accrual basis of accounting, except
that depreciation was not budgeted.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies (Continued)

Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable
appropriation, is not employed by Twin City Power.

Accounts Receivable

Accounts receivable consists mainly of amounts due for electrical services provided. Twin City
Power maintains customer deposits to cover anticipated uncollectible accounts An allowance for
uncollectible accounts has also been accrued.

Inventories

Inventories in the electric fund consist principally of materials used in the repair and maintenance
of the systems and are valued at cost and accounted for on a first-in, first-out basis.

Wages and Salaries

All employees are employed by Colorado City. Twin City Power reimburses Colorado Clty for
wages, payroll taxes and benefits.

Taxes

Property taxes are collected by each city’s respective county and remitted to the cities (see each
city’s respective financial statement, footnotes for property tax calendars and procedures). The
cities then remit taxes collected for debt service to their respective electric utility funds.

Cash and Cash Equivalents

Twin City Power cash and cash equivalents are considered to be cash-on-hand, demand deposits

and short-term investments with original maturities of three months or less from the date of
acquisition.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 1. Summary of Significant Accounting Policies (Continued)

Net Assets

Net assets is the difference between assets and liabilities. Net assets invested in capital assets, net
of related debt are capital assets, less accumulated depreciation and any outstanding debt related
to the acquisition, construction or improvement of those assets. Net assets are reported as
restricted when there are legal limitations imposed on their use by legislation or external
restrictions by. other governments, creditors or grantors.

Depreciable Fixed Assets

Fixed assets in the proprietary funds are carried at cost. Depreciation is computed using the
straight-line method over the following estimated useful lives:

Generation System 25 -30 years
Distribution System 25 -30 years
Gas Lines : 22 years
Vehicles & Equipment 5-10 years
Office Furniture & Equipment 5-7 years

When assets are retired or otherwise disposed of, the cost and related accumulated depreciation
are removed from the accounts, and any resulting gain or loss is reflected in net income for the
period. The cost of maintenance and repairs is charged to expense as incurred; significant

-renewals and betterments are capitalized. Material interest expense is capitalized net of interest
earnings on temporary investment of tax-exempt funds in accordance with Financial Accounting
Standards number 62.

Estimates
Generally accepted accounting principles require management to make estimates and assumptions

that affect assets and liabilities, contingent assets and liabilities, and revenues and expenditures.
Actual results could differ from those estimates.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 2. Deposits and Investments

The State of Utah Money Management Council has the responsibility to advise the State
Treasurer about investment policies, promote measures and rules that will assist in strengthening
the banking and credit structure of the state and review the rules adopted under the authority of
the State of Utah Money Management Act that relate to the deposit and investment of public
funds. :

Twin City Power follows the requirements of the Utah Money Management Act (Utah code,
Section 51, chapter 7) in handling its depository and investment transactions. The Act requires

- the depositing of Twin City Power funds in qualified depositories. The Act defines a qualified

depository as any financial institution whose deposits are insured by an agency of the Federal
Government and which has been certified by the State Commissioner of Financial Institutions as
meeting the requirements of the Act and adhering to the rules of the Utah Money Management
Council.

Twin City Power participates in Hildale City's Central Treasury. The City's Central Treasury consists of
the following at fiscal year end:

State Treasurer's Investment Pool $ 1,348,830
U.S. Bank o 578,533
Wells Fargo Bank 160,933
Zions First National Bank ‘ 503,980

- Less amounts transferred to Hildale City and other Joint Utilities (900,868)
' ' $ 1,691,408

Twin City Power's equity in Hildale City's Central Treasury and cash held directly by Twin City Power By
fund at fiscal year end is as follows:

‘ Colorado Hildale
Cash By Fund Hildale City City Generation Total
‘Equity' in Central Treasury $ - $ - $ 1,691,408 $ 1,691,408
Bond Escrow Account - - 3,712,399 - 3,712,399
Zions First National Bank - - 256,905 256,905

Total Cash and Investments $ - $ - $ 5,660,712 $ 5,660,712
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 2. Deposits and Investments (Continued)

Deposits
Custodial Credit Risk

For deposits this is the risk that in the event of a bank failure, the government’s deposit may not
be returned to it. Hildale City does not have a formal policy for custodial credit risk. As of June
30, 2006, $881,818 of the Hildale City’s central treasury’s bank balance of $1,181,818 was
exposed to custodial credit risk because it was uninsured and collateralized.

Twin City Power does not have a formal policy for custodial credit risk. The bank balances of
deposits held by Twin City Power directly at June 30, 2006 totals $3,969,303. Of these bank
balances, $3,869,303 was exposed to custodial credit risk because it was uninsured and
collateralized.

Investments

The Money Management Act defines the types of securities authorized as appropriate investment
for Twin City Power and the conditions for making investment transactions. Investment
transactions may be conducted only through qualified depositories, certified dealers, or directly
with issuers of the investment securities.

Statutes authorize Twin City Power to invest in negotiable or nonnegotiable deposits of qualified
depositories and permitted negotiable depositories; repurchase and reverse repurchase
agreements; commercial paper that is classified as “first tier’ by two nationally recognized
statistical rating organizations, one of which must be Moody’s Investor Services or Standard &
Poor’s, bankers’ acceptances; obligations of the United States Treasury including bills, notes, and
bonds; bonds, notes, and other evidence of indebtedness of political subdivisions of the State;
fixed rate corporate obligations and variable rate securities rated “A” or higher, or the equivalent
of “A” or higher, by two nationally recognized statistical rating organizations; shares or
certificates in a money market mutual fund as defined in the Act; and the Utah State Public
Treasurer’s Investment Fund

The Utah State Treasurer’s Office operates the Public Treasurer’s Investment Fund (PTIF). The
PTIF is available for investment of funds administered by any Utah public treasurer.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 2. Deposits and Investments (Continued)

The PTIF is not registered with the SEC as an investment company. The PTIF is authorized and
regulated by the Money Management Act, Section 51-7, Utah Code Annotated, 1953, as
amended. The Act established the Money Management Council which oversees the activities of
the State Treasurer and the PTIF and details the types of authorized investments. Deposits in the
PTIF are not insured or otherwise guaranteed by the State of Utah, and participants share
proportionally in any realized gain or losses on investments.

The PTIF operates and reports to participants on an amortized cost basis. The income, gains, and
losses — net of administration fees, of the PTIF are allocated based upon the participant’s average
daily balance. The fair vale of the PTIF investment pool is approximately equal to the value of
the pool shares.

~ As of June 30, 2006 the government had the following investments and maturities:

Investments Maturities (in Years)

Far Less More
Investment Type Value than 1 1-5 6-10 than 10
State of Utah Public Treasurer's
Investement Fund "$1,348,830 $1348830 $ -3 - -
Total Fair Value $1348830  $1348830 $ -5 -8 -

Interest rate risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Twin City Power’s policy for managing its exposure to fair value loss arising from
increasing interest rates is to comply with the State’s Money Management Act. Section 51-7-11
of the Act requires that the remaining term to maturity of investments may not exceed the period
of availability of the funds to be invested.

Credit risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its

obligations. Twin City Power’s policy for reducing exposure to credit risk is to comply with the
State’s Money Management Act.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 2. Deposits and Investments (Continued)

At June 30, 2006 Hildale City had the following investments and quality ratings:

Quality Ratings
Farr
Investment Type Value AAA AA A Unrated
State of Utah Public Treasurer's
Investement Fund 0 $1348830 $ $ - $1348.830
Total Fair Value $1348830  $ $ - $1348830

NOTE 3. Capital Assets

The following table summarizes the changes to capital assts during the year ended June 30, 2006:

Hildale City:

Capital assets not being depreciated:

Construction in Progress
Total capital assets not being depreciated

Capital assets being depreciated:
Machinery and equipment
Automobile and trucks
Improvements other than buildings

Total capital assets being depreciated

Less accumulated depreciation for:
Machinery and equipment
Automobile and trucks
Improvements other than buildings

Total accumulated depreciation
Total capital assets, being depreciated, net

Hildale City activities capital assets, net

Balance Balance
6/30/2005 Additions Deletions 6/30/2006
$ 46,227 $ (46227) § -
46,227 - (46,227) -
50,543 - - 50,543
16,798 - - 16,798
999,766 12,219 - 1,011,985
1,067,107 12,219 - 1,079,326
(20,796) (11,517) - (32,313)
(12,813) (1,469) - (14,282)
(356,837) (40,439) - (397.276)
(390,446) (53,425) - (443,871)
676,661 - (41,206) - 635,455
$ 722,888 $ (41,206) $ (46,227) $ 635,455
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006
NOTE3.  Capital Assets (Continued)
Balance Balance
Colorado City: 6/30/2005 Additions  Deletions 6/30/2006
Capital assets not being depreciated:
Construction in Progress $ 69340 $ (693400 § -
~ Total capital assets not being depreciated _ 69,340 - (69,340) -

Capital assets being depreciated:
Machinery and equipment 28403 - - 28,403
Automobile and trucks 104,993 - . 104,993
Improvements other than buildings 2,128277 30,564 - 2,158,841

Total capital assets being depreciated 2,261,673 30,564 - 2,292,237
Less accumulated depreciation for:
Machinery and equipment (17,800) (3.835) - (21,635)
Automobile and trucks (92,758) (4459) - 97217)
Improvements other than buildings (778,346) (85,032) ‘- (863,378)

Total accumulated depreciation (888,904) (93,326 - (982,230)

Total capital assets, being depreciated, net 1,372,769 (62,762) - 1,310,007

Colorado City activities capital assets, net ~ § 1442,109 $ (62,762) $ (69,340) $ 1,310,007
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 3. Capital Assets (Continued)

Hildale Generation:

Capital assets not being depreciated:
Construction in Progress
Total capital assets not being depreciated

Capital assets being depreciated:
Machinery and Equipment
Generation Plant
Generation Sets
Transmission Lines
Gas Lines
Total capital assets being depreciated

Less accumulated depreciation for:

Machinery and Equipment

Generation Plant

Generation Sets

Transmission Lines

Gas Lines
Total accumulated depreciation
Total capital assets, being depreciated, net
Hildale Generation capital assets, net

Balance _ Balance
6/30/2005 Additions Deletions 6/30/2006
$ - $ - $ - $ -
29,725 - - 29,725
3,014,747 - - 3,014,747
7,826,650 - - 7,826,650
2,773,238 80,323 - 2,853,561
3,304,009 - - 3,304,009
16,948,369 80,323 - 17,028,692
(14,666) (4,220) - (18,886)
(1,010,059) (104,249) - (1,114,308)
(2,431,581) (313,006) - (2,744,647)
(764,104) (96,428) - (860,532)
(1,252,812) (150,182) - (1,402,994)
(5,473,222) (668,145) - (6,141,367)
11,475,147 (587,822) - 10,887,325
$11,475,147 $ (587,822) $ - $ 10,887,325
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 4. Long-Term Debt

The following is a summary of changes in long-term debt for the year ended June 30, 2006:

Balance Balance Current
June 30, 2005 Additions Retirements June 30, 2006 Portion
Hildale Generation:
Electric Revenue Bonds _
Series 1997 ' $ 1,310,000 $ - $ - $ 1,310,000 $ 100,000
Electric Revenue Bonds
Series 1995 18,505,000 - - 18,505,000 1,500,000

Total Long-Term Debt $19,815,000

R
]

©»
[

$19,815,000 $ 1,600,000

Long-term debt consists of the following at June 30, 2006:

Hildale Colorado

City City Total

Electric Revenue Bonds, Series 1997, due in annual
principal installments ranging from $15,000 to $190,000,
bearing interest at 7.75%, payable semi-annually,
maturing September 1, 2025. $ 1,310,000 $ - $ 1,310,000
Electric Revenue Bonds, Series 1995, due in annual
principal installments ranging from $210,000 to
$1,805,000, bearing interest at 7.00 - 8.00%, payable
semi-annually, maturing September 1, 2025. 18,505,000 - 18,505,000

19,815,000 - 19,815,000
Less Current Portion (1,600,000) - (1,600,000)
Total Long-Term Debt $ 18,215,000 $ - $ 18,215,000
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 4. Long-Term Debt (Continued)

Debt service requirements to maturity are as follows:

Year ended Hildale City
June 30, Principal Interest

2007 $ 1,600,000 1,473,691
2008 430,000 1,439,596
2009 470,000 1,408,677
2010 515,000 1,365,158
2011 540,000 1,328,839

2012-2016 3,555,000 5,923,952

2017-2021 5,180,000 4,346,247

2022-2026 - 7,525,000 2,126,629
Total $ 19,815000  $ 19,412,789

NOTES. Reserved Retained Earnings - Bond Reserves - Restructuring

Reservations are used to indicate that a portion of net assets that is not available for appropriation
or expenditure, or is legally segregated for a specific future use. At June 30, 2006, Twin City
Power’s debt related reserves and restructuring related reserves are as follows:

Restricted
Required Cash Restricted
Reserves Balance Net Assets
Hildale City Generation Fund — Bond $2,759,255 $ 1,948,313 $ 2,759,255
Reserves ‘ _ ‘
Hildale City Generation Fund ~ $ 3,712,399 $ 3,712,399 $ 3,712,399

Restructuring Reserves*

*Effective April 1, 2005, Twin City Power sold its gas contract to El Paso Corporation (See note
12). As part of the agreement, the Bondholders and Management of Twin City Power agreed to
transfer, into an escrow account, the proceeds from the sale of the contract as well as the net
proceeds from a portion of the natural gas sales on the open market. As a result, $3,577,660 was
transferred to an escrow account and began to accrue interest. The funds will remain in the
escrow account, earning interest, until the Board Members and the Bond Holders come to a
consensus on restructuring efforts.
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TWIN CITY POWER
Notes to the Financial Statements
June 30,2006

NOTE 6. Board of Directors, Mayors and Councils

The Board of Directors consists of three members appointed by Hlldale City and four members
appointed by the Town of Colorado City.

The Hildale City council consists of a mayor and five council members. The Colorado. City
council consists of a mayor and six council members.

NOTE 7. Contributed Materials and Services

Twin City Power records the value of donated goods or services when there is an objective basis
available to measure their value. Donated materials and equipment are reflected as contributions
in the accompanying statements at their estimated values at date of receipt. No amounts have
been reflected in the statements for donated services (labor) as no objective basis is available to
measure the value of such services. Nevertheless, several volunteers donated significant amounts

~ of their time towards acquiring the electrical distribution systems and forming Twin City Power.

_NOTE 8. Power Sales Contracts - Concentration of Risk

Twin City Power entered into a firm power sales agreement with the City of St. George, wherein
Twin City Power agreed to sell firm power and the associated energy to the City of St. George.
The agreement was effective July 1, 1994 through June 30, 2024. However, this power sales
agreement was terminated effective July 15, 2003. Actual power sales to St. George City under
contract were terminated in December of 2002. Total sales to St. George City for fiscal year
2002 were $2,847,439 and $1,131,000 for fiscal year 2003. During fiscal year 2004, Twin City
Power generated power for St. George City during July and August to meet peak demands.
Wholesale power sales to St. George City for fiscal year 2004 amounted to $ 209,447. Twin City
Power did not sale power to St. George City in fiscal year 2005 or 2006.

Hildale City and Colorado City entered into a power sales contract on December 15, 1995,
wherein Colorado City agrees to purchase energy generated by Hildale City. The charge to
Colorado City for capacity and energy is Colorado City's pro rata share of the operation and
maintenance expenses and capital costs during the period, after the application of all other
revenues. During the current fiscal year, Colorado City was charged $2,488,009 (59.18%) and
the Hildale City Distribution fund was charged $1,715,998 (40.82%). Amounts due to the
Hildale City generation fund by the Colorado City and Hildale City distribution funds are
$1,786,178 and $625,189 respectively. ‘ '
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 9. Bond Covenants — Disclosures — Defau_lts

The City’s Power fund net revenues for the current fiscal year failed to meet the requirement
set forth in Section 6.13(b) of the Series 1995 and Series 1997 bond resolutions/covenants.

The net revenue requirement for the current fiscal year is $3,804,614 which is 1.25 times the
aggregate debt service for the forthcoming fiscal year. The actual net revenues were $1,266,533
which yields a shortfall of $2,538,081.

As discussed in Note 8 and Note 10, as of July 15, 2003, Twin City Power’s firm power sales
agreement with St. George City was terminated. The cancellation of this contract is an event
of default under the bond resolutions.

During fiscal year 2006, Twin City Power failed to make the required principal payments on
two of its outstanding Electric Revenue Bonds, Series 1995 and Series 1997 shown in Note 4.
Total principal past due as of June 30, 2006 was $1,155,000. Twin City Power has not made
~ any principal payments on the bonds listed above since fiscal year 2003 through the issuance
date of the financial statements. Non-payment constitutes default under both bond resolutions.

NOTE 10. Natural Gas Price Issues

Natural gas costs are have risen substantially in recent years. Expectations of the generation plant
assumed natural gas costs at under $2.00 per decatherm. Natural gas pricing has been as high as
$7.00 per decatherm and higher throughout some of the winter months for fiscal year 2006.

As a result of high gas costs, the City has not been able to continue generating power under the
St. George City contract. As discussed in Note 8, Twin City Power’s contract with St. George
City was irrevocably cancelled.

Rolls Royce terminated its long-term maintenance agreement with the generation plant in the
prior year. They terminated the agreement due to generation shutdowns and unacceptable natural
gas prices. Currently, any maintenance and parts for the generation plant’s turbme generators are
the sole responsibility and cost of Twin City Power.
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TWIN CITY POWER
Notes to the Financial Statements
June 30, 2006

NOTE 11. Risk Management

Risk Management

Twin City Power is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disaster. Colorado
City and Hildale City maintain insurance for Twin City Power’s general liability, auto liability,
employee dishonesty and worker’s compensation through Utah Local Government Trust, Arizona
Municipal Risk Retention Pool, Worker’s Compensation Fund of Utah, and the Arizona State
Worker’s Compensation Fund. Insurance coverage for power plant property and business
interruption are maintained through Liberty Surplus Insurance Company.

NOTE 12. Sale of Gas Contract

On December 28, 1995, Twin City Power entered into an agreement with Conoco, Inc.
(subsequently purchased by CIG Merchant Company, Inc.) to purchase natural gas at a fixed rate.
This contract, having significant value in the 2005 winter gas market, was sold to El Paso
Corporation effective April 1, 2005 for $2,950,000. The gain resulting from the sale of the
contract was reported in the non-operating portion of the Statement of Revenues, Expenses and

- Changes in Net Assets for the year ended June 30, 2005.

Upon sale of the contract, the proceeds were transferred to an escrow account being held for
future restructuring purposes by the Management of Twin City Power. In addition to the
proceeds from the sale, a portion of the natural gas sales made by Twin City Power to CIMA
Energy, LTD. were also transferred to the escrow account (See note 5). The Series 1995 and
1997 Bondholders have consented to this process and the two parties are currently in
deliberations concerning the future of the Hildale City Power Generation Fund.
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TWIN CITY POWER

Supplementary Information on Bond Requirements
June 30, 2006

The Series 1995 and 1997 Electric System Bond Resolutions set forth certain covenants and restrictions.
The City is not in compliance with all covenants and restrictions for the Electric System Bond Resolution

requirements see Note 9.

Additional disclosures required by the Resolutions are:

Total Billings Average Average Total
2005-2006 Per Month Per Customer Customers
CCA Residential $ 1,359443.58 $113,286.97 $ 2296.36 592
CCA Commercial 336,586.31 28,048.86 3,698.75 91
CCA Public 382,205.49 31,850.46 31,850.46 12
Total CCA Billings $ 207823538 $173,186.29 $ 2990.27 695
HCU Residential $ 790,190.26 $ 65.849.19 $ 3,039.19 260
HCU Commercial 583,837.49 48,653.12 8,713.99 67
HCU Public 119,959.03 9,996.59 14,994.88 8
Total HCU Billings $ 1493986.78 $124,498.90 $ 4459.66 335
Insurance coverage in effect at June 30, 2006:
Type Policy Number Effective Expires Limits
Coverage with Utah Local Governments Trust:
General Liability 11720-GL351-2004 12/15/2004 Continuous $ 5,000,000
Property . 11720-GL351-2004 12/15/2004 Continuous $ 5,000,000
Automobile physical damage 11720-GL351-2004 12/15/2004 Continuous $ 5,000,000
Uninsured motorist 11720-GL351-2004 12/15/2004 Continuous $ 65,000
Coverage with Liberty Surplus Insurance Corporation:
Power Plant Property 5D117585004 4/1/2005 4/1/2006 $ 10,874,200
Business Interruption 5D117585004 4/1/2005 4/1/2006 $ 4,669,048
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V” HINTONBURDICK

'HINTON .BURDICK HALL & SPILKER PLLC

CPAs & ADVISORS“

MEMBERS '

Independent Auditors' Report on Internal Control over - Kesu B““””B“GE,“

Financial Reporting and on Compliance and Other Matters il i

Based on an Audit of Financial Statements -  BRenT R HaLL |
Performed in Accordance with Government Auditing Standards ' KENNETH A. HINTON

MoRR!s J. PEACOCK
MicHAEL K. SPILKER

_ Executive Director and ' | o Lo o o '_ .. Mark E. Tickenon
. Members of the Board of Trustees of ' o
‘Twin’ Clty Power =

We have audited the basic financial statements of Twin City Power Joint Management, Operation and
~ Maintenance Agreement (Twin City Power) as of and for the year ended June 30, 2006, and have issued
our report thereon dated August 25, 2006. We conducted our audit in accordance with auditing. standards |
" generally accepted in the United States of America and the standards apphcable to financial audits
contamed in Govemment Audztmg Standards, 1ssued by the Comptroller General of the Umted States.

Internal Control Over Financial Reportjng

In planning and performing our audit, we considered Twin City Power‘s internal control over financial -

- reporting in order tp determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting.” Our

- consideration of the internal ‘control over financial reporting would not necessarily disclose all matters in-

" the internal control over financial reporting that might be material weaknesses. A material weakness is a,
reportable condition in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements caused by error.or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected, .
within a timely period by eimployees in the normal course of performing their-assigned functions. We .
noted no matters involving the internal control over financial reporting and its operation that we consider " .
to be material weaknesses. However, we noted other matters involving the internal control over financial -
reportmg, which we have reported to management of Twin City Power in a separate letter dated August
25 2006 : :

: Comphance and Other Matters :

As part of obtammg reasonable assurance about whether Twin.City Power's fmanc1al statements are free '
~of material misstatement, we.performed tests of-its compliance with certain provisions of laws,

- regulations, contracts, and grant agreements noncomphance with which could have a dlrect and material
effect on the determination of financial statement amounts. However, providing an opinion on
compllance with those provisions was not an objective of our dudit, and accordmgly, we do not express
such an opinion. The results of our tests disclosed no mstances of noncomphance that are requrred to be

, reported under Govemment Audltmg Standards ' :

29
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However, we noted certain immaterial instances of noncompliance, which we have reported - to-

. -management of Twin City Power in a separate letter dated August 25, 2006.

This report is intended solely for the information and use of the mayors, councils, power board,
management, and various federal and state agencies and i is not intended to be and should not be used by
- ‘anyone other than these specxﬁed pames However thlS report is a matter of publlc record and its

oo dlStrlbuthl’l is.not limited..

A/J,%/Wg% pree

: “HINTON, BURDICK HALL & SPEKER PLLC
' ,August 25 2006 ' '
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V» HiNTONBURDICK

HINTON BURDICK HALL & SPILKER PLLC

CPAs & ADVISORS

- 'Fiﬁdings and Recommendations ' MemeeRs:

’ L . } - BRENT R. HALL

'Executrve Drrector and - . , L. KENneMA. HinTon'
Members of the Board of Trustees of e ‘ ‘ © Moreis J. PEacocK

- Twin Crty Power : :

' Durmg our audrt .of the funds of Twin City Power Joint Management Operation & Mamtenance’

Agreement (Twin City Power) for fiscal year ended June 30, 2006, we noted that management has made
improvements to the accounting and budgeting system and we wish to commend ‘management and the
board on their achrevements‘ However, we noted a few areas that need corrective action in orderto be in
comphance with laws and regulations and we found a few circumstances that, if 1mproved would

. strengthen Twm Crty Power’s accounting system and control over its assets.

Since Twin City Power s-accounting system is fully integrated w1th Hildale Clty s accountmg system, we
have included all of our findings and recommendations in the Hildale City management letter wh1ch will |
be made avallable to each participating board.

: It‘has been a- pleasure tb be of service to Twin City Power this past year. We would like to express -
'.specral thanks to all those who assisted us so efficiently in this year's audit. We invite you to ask

questions of us throughout the year as you feel it necessary and we look forward to a contlnued pleasant
professional relatlonshlp

Smcerely,

A/M M%ﬂza

HINTON BURDICK HALL & SPILKER, PLLC
"August 25, 2006 '
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- 'KRris J._.BRAUNBERGER
DEAN R. BURDICK
RoBeRrT S. Cox

- MicHAEL K. SPILKER
Mark E. TICHENOR



